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REORGANIZING THE GOVERNMENT'S INTERNATIONAL
TRADE AND INVESTMENT FUNCTIONS

XONDAY, JULY 23, 1979

U.S. SE VATF,
'OMNI!ITTEE ON GOVERNMENTAL AFFAIRS,

h'as/l, t'on, D.C.
The comn.: ep nmet. pursuant to notice, at 10'a.m., in room 3302,

Dirksen err- · ,'lft-or Building. Senator Abraham A. Ribicoff (chair-
man of the , :rlr:..:tee pe residing.

Present : SIerator Ribicoff, Roth, Durenberger, and Javits.
Chairnman RIHICOFF. The Committee will be in order.

OPEINIG TATEMENT OF SENATOR RIBICOFF

Chairman RIBICOFF. Today the committee starts hearings on im-
portant legislation to reorganize the Government's trade functions.
These hearings come as Congress and the country is about to begin a
new era in the history of our trading relations with the rest of the
world.

Under the agreements reached in the recent multilateral trade
negotiations, the worldl will operate under a more formal and compre-
hensive set of trading rules than it ever has in the past. Our economic
growth and political security w.ill be linked to world trade even more
than in the past. We have great opportunities, but also potentially
great risks. At the moment this Government and the country is not

repared to meet these new challenges and opportunities. Responsi-
bility for trade matters are scattered among at least 12 different
agencies so that in most cases it is the primary mission of no 1 agency.
As a nation, and as a government, we need to change our way of think-
ing about trade matters. We need to give far more priority to formu-
lating and implementing an effective overall trade policy.

We need to organize the Government so that we can take full
advantage of the new opportunities abroad, while detecting and cor-
recting unfair trade practices which hurt the U.S. economy at home.

I have no doubt that this committee will work to structure its own
meaningfull reorganization based on the five different bills that have
already been introduced in the Senate, as well as the proposals of the
administration. The reorganization needs to be a far reaching one.
Halfhearted or halfway measures will not do if the new MTN agree-
ments are going to be a success for the United States.

Ambassador Strauss, this is almost a last hurrah for you. I hope
that by tomorrow night the Senate will have passed the MTN. You
have said many times that once that is adopted that your job as STR
comes to an end, and that you have maiy other important roles to
play, and will.
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However, I know you have done so much to make MTN possible.
There is no question in my mind that were it not for your personal
efforts I doubt whether we would have ever had an MITN agreement.
On balance, the MTN agreement has great meaning for this country
as well as the world.

However, I don't think your job is really over, and klnowing you
I don't think it will be with the adoption tomorrow in the Senate of
MTN. You know from my many conversations with you informally
that I feel that trade and ecopolitics has more of an'impact in the
world than geopolitics, and that if trade and international economics
is going to work, you have to have in place an organization to make
that policy work.

Personally, the administration proposal, I think, is flawed. I don't
think it is all right. You can live with it. I don't know how much it
really accomplishes. I have talked to you, Mr. McIntyre, too, and
you have talked to Senator Roth. Senator Roth and I have had
many ccnversations. It is my hope that after these series of hearings
what this organization should really be like will evolve on the basis
of the thinking of Senators, such as Senator Roth and myself and
others, and the administration.

And I do hope that there will be some time, even after you get
out of STR, that with Mr. McIntyre and your associates, you will
be able to work with us, even though not in an offic;nl capacity,
to try to get a meaningful trade organization.

Before we proceed, Senator Byrd has a prepared statement for
the record.

[The prepared statement of Senator Robert C. Byrd follows:j

PREPARED STATEMENT OF SEiv ATOR ROBERT C. BYRD

I am pleased to have this opportunity to provide my views to the chairman
and the members of the Governmental Affairs Committee on our Nation's
handling of foreign trade. Earlier this year, I introduced S. 891, a bill to establish
a cabinet-level department of international trade, as I am convinced that the
broad-based improvement of our current trade situation requires a thorough-
going overhaul of our nation's Byzantine trade apparatus.

I am pleased that the Administration has now announced its proposal for a
reorganization of the international trade functions of the Executive branch.
I am confident that it will receive a thorough review by the Committee, under
the able leadership of Abe Ribicoff, with a view toward strengthening its recom-
mendations and sharpening its focus on the integration of the Federal govern-
ment's trade activities.

LACK OF OROANIZATIONAL SUPPORT FOR TRADE

We are one of several major free market industrial countries that attempts
to operate without the benefit of a central trade agency. This puts many of our
industries and businesses at a distinct disadvantage because they lack the
wide range of support such an agency caa provide. The time has long since passed
when we could afford such a casual approach, and it is time for us to remedy
this situation.

We must recognize that trade has become-as it once was during the mercantile
era-an important symbol and indicator of national power and well-being. For
this reason, competition in trade has become heavily fostered by the governments
of some of our industrial and agricultural competitors. Indeed, the fostering of
trade has replaced the "beggar-thy-neighbor" or protectionist policy ,f high
tariffs that was followed by us and these other governments in the 1930's and
that helped propel the entire world economic system into an economic tailspin.

Facing up organizationally to this new competition does not mean that we
should end the strong separation between state and business that exists in our



country or that we should emulate the ever closer state-business relationships of
some of our competitors. It does mean that the numerous units of our trade
bureaucracy should not be working at cross purposes, denying our business
community in all too many cases the level of support it should receive from
government. It also means that we must deal more effectively with some of the
negative aspects of foreign governments' support of their exports.

To keep their domestic employment levels high, some of our trade partners have
unfortunately used unfair trade practices to promote their exports. Our trade'
agencies have failed to do an adequate job in protecting our industries and
businesses from such unfair competition. This must be a major consideration in
any reorganization in the trade field.

OUR TRADE STATUS: FROM PREEMINENCE TO COMPETITOR

In the period immediately after World War II, the United States was able to
dominate world markets as the preeminent economic power; however, we also saw
it as in our interests to devote a considerable portion of our resources to assisting ·
Japan and the countries of Western Europe with their post-war recoveries.

The U.S. position of preeminence has been challenged by the economic recovery
of the very countries we aided. Their renewed strength has turned them into fullM
fledged rivals able to effectively compete with us on world markets.

OUR TRADE PERFORMANCE

Faced with this new competition, we are not faring particularly well in the inter-
national trade arena. Over the past to Be years, our trade deficit has totaled more
than 60 billion dollars. The level of imbalance in our trade accounts has under-
mined our credibility with our foreign trade partners and been partly responsible
for the weakening of the dollar.

The most recent monthly statistics reported by the Department of Commerce
do not provide a basis for optimism. They indicate that this past May was the 36th
consecutive month in which imports exceeded exports. The trade deficit widened
in May to a seasonally adjusted $2.48 billion, from $2.15 billion in April. It appears
that tbe wider May deficit is largely attributable to the failure to increase exports.

These developments reflect a marked change in our overall trade performance.
Since the late 1930's, when the United States overtook the United Kingdom in the
level of export trade, the United States has been the world's largest exporter.
However, last year we almost lost our mantle as the number one exporter, because
of the strong export challenge from the Federal Republic of Germany.

In 1978, our exports totaled $144 billion or 11.2 percent of world exports. The
Federal Republic of Germany was a close second, with exports totaling $142
billion or 11 percent of world exports.

The nature of the challenge confronting us is especially apparent in manu-
factured goods, an area in which we lost export leadership to the Federal Republic
of Germany about a decade ago. In 1977, our trade in manufactured goods totaled
$80 billion compared with German trade in these goods which totaled $104 billion.
Our 1978 level of trade in manufactured goods, some $94 billion, accounted for
almost two-thirds of our total exports.

The nature of the trade challenge is also apparent in such an area as coal ex-
ports. While there is a serious energy supply problem in many parts of the world,
our exports of bituminous coal--a fuel which we have in abundance-have fallen
steadily from 66 million net tons in 1975 to 40 million net tons in 1978. Further-
mnre, some of the coal export loss recorded by the United States has resulted in
export gains for our coal competitors, such as Australia and Canada.

DOMESTIC CONSEQUENCZS

Our failure to take adequate action to improve our trade situation hurts us in-
ternationally and domestically. Not only is trade an important measure of national
power, it also is an important contributor to a country's economic well-being.

One of the best illustrations of this point is jobs. A net trade increase of $5 bil-
lion would produce, by the end of two years, according to an estimate prepared
by the Congressional Budget Office, between 200,000 and 250,000 new jobs.

Thus, for example, if our 1978 trade deficit of almost $30 billion were eliminated
by a net trade increase of an equal amount, between 1.2 and 1.5 million new jobs
would be created. I cannot imagine a better measure of the importance of trade
to our national well-being.
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Another illustration of its importance is the contribution that a net increase in
trade makes to our gross national product. A net increase in trade of $1 billion
adds ultimately about $2.5 billion in GNP, again according to a Congressional
Budget Office estimate.

Our fight against inflation can also be aided by a net increase in trade. It assists
with the developm- t of domestic price stability by fostering the allocation of
domestic resources to the most prmoductive areas of our economy, advancing over-
all economic efficiency at the same time that it leads to increases in jobs and pro-
duction. Export expansion is one of the few areas in which we can increase domestic
activity without unleashing strong inflationary pressures.

WHAT'S TO BE DONE

To face up to the situation I have described-which has grave ramifications for
our economic well-being-I believe that we must move ahead on two frontL.
First, we must develop a forceful and aggressive trade policy. Second, we must
reorganize our trade bureaucracy.

The President has taken some first steps toward the development of appropriate
policy with his announcement in September of last year of the National Export
Policy. It calls for providing increased direct assistance to United States exporters,
reducing domestic barriers to exports, and securing a fairer international system
for all exports. Clearly, there is much now that needs to be done if we are to achieve
these policy objectives.

I do not feel that they can be fully accomplished, however, until we reorganize
our entire trade bureaucracy to allow us to systematically back up and implement
such a policy. It was for this reason that I introduced on April 5, 1979, a bill S. 891,
to create a cabinet-level department of international trade. It would bring order
and leadership to our international trade activities, and to related domestic in-
dustry affairs. This department would consolidate the functions of many disparate
agencies which now share jurisdiction in this area. It would allow for more efficient
promotion of United States commercial interests; greater vigilance in the enforce-
ment of laws on unfair trading practices; the improvement of our capability to
monitor business and trade developments which have direct relevance for American
jobs and industries; and improvement in the administration of controls on export
of strategic goods and technology.

Our current organizational efforts in the trade field are inadequate to the task.
They are characterized, unfortunately, by:

A diffusion of authority;
A duplication of responsibility;
An uneven and, at times, seemingly lackadaisical enforcement of current

policy, especially in the area of unfair trade practices;
A crisis-orientation; and
A lack of long-term policy planning.

These are difficult problems which can be surmounted through a streamlining
of our current trade efforts and the development of a new organizational structure
which can better coordinate and unify our international trade and industry
policies.

If Congress approves the implementing legislation for the Multilateral Trade
Negotiations agreement, the costs of failing to restructure our trade activities will
surely grow. The United States will need to be better organized to determine, for
example, whether other countries are following the new rules of international trade
established under the agreement. We are now woefully unprepared to deal with the
new rules in such areas as export subsidies and export credits.

Furthermore, from the streamlining and reorgarnization of our trade activities
.he United States would be in an improved negotiating position on internationst
trade matters, including energy. The large numbers of agencies which have parts
to play in our trade activities now work against the development of unified U.S.
positions on trade matters.

For all these reasons, Mr. Chairman and Members of the Committee, we need
to reorganize our trade activities. Trade is too important for our international
standing and national welfare for us to continue to do business as usual in this
vital area.

I believe that the time has come again for us to give trade the type of support
that it received from our nation's leaders after our country gained independence.
Then, John Adams as Minister to Great Britain and Thomas Jefferson as Minister
to France are said to have devoted more time to trade promotion than any other
single activity. Today, export promotion is as important to our Republic as it
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was during the first years after independence. The need is great for us to undertake
a major reorganization of our trade activities.

Chairman RIBICOFF. Senator Roth?
Senator ROTH. Thank you, Mr. Chairman.

OPEING 8STATEMET OF SENATOR ROTH

Senator ROTH. I welcome this continuation of the hearin s that
the committee commenced last year on trade reorganization. I agree
with you, Mr. Chairman, that international trade is critical to the
economy of our country and now accounts for about 15 percent of
our gross national product.

It provides jobs for millions of Americans. However, trade will be
even more critical in the future as we must take advantage of the
markets abroad which are growing more rapidly than our own.

Today the United States is facing a first class trade crisis. We have
had 2 years of record shattering deficits, we are not selling enough
abroad to pay for what we want or need. This means inflation and
unemployment that have resulted in a loss of confidence in the dollar
which has been the traditional symbol of America's economic strength
and leadership.

We are not maintaining the rates of savings, investment, produc-
tivity and growth to remain competitive. I agree with you, Ambassador
Strauss, when you say that our trade crisis is a result of years of neglect.

We need a first class effort on the part of the Government, business,
and labor to pull us out of this crisis and make us the leader in inter-
national trade once again.

The Federal Government needs a first rate international trade and
investment apparatus to lead and underpin this effort. Frankly, I
don't think the administration's proposal meets this test.

It is somewhat better than what appeared to be coming out a few
weeks ago and I want to thank our witnesses today for intervening
then to make some third rate optionE into a second rate proposal.

The proposal does represent an honest effort but frankly there are
too many political constraints. The political and bureaucratic con-
siderations have resulted in a concoction that may be acceptable to
the Washington bureaucracy, and some lobbyists, but it is not the best
we can do for this country. It says virtually nothing arbout making this
country more export oriented. It creates a policy toward making'
coordination but it gives no tools to coordinate. The policy will have
to be redelegated to other agencies.

It makes an artificial distinction between trade policy and day-to-
day operations of trade functions and makes no mention of trade
research and statistics, which are integral to an effective policy formu-
lation and implementation. It shifts enforcement of statutes to protect
American industry against unfair competition to a weak department.
It fragments among two or three centers MTN implementation. It
does not create a strong lead agency for trade.

I agree with the administration that it is desirable to have in place
an effective trade apparatus as soon as possible. I hope the admin-
istration will remain flexible and that a consensus around an improved
proposal can be reached. Unfortunately genuine consultation between
OMB and Congress has been minimal until now.
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I would just like to say that I am optimistic that a consensus can
be arrived at. We are all indebted to theleadership of Abe Ribicoff who
I would say is the other person along with Ambassador Strauss who
is primarily responsible for the success of the MTN because of his
interest and dedication.

Final thought: Good trade organization cannot substitute for good
policy, but it makes it more likely. Good organization cannot fully
substitute for good personnel but it helps attract and retain good
people and make them more productive.

One of the reasons we need a good organization is that we are losing
as special trade representative one of the most talented, educated, and
productive men in America. I think Bob Strauss does deserve the deep
gratitude of the country for the outstanding job he has done. While
serving the President he has enjoyed an excellent relationship with the
Congress; he has treated the minorityr with the same fairness and
consideration as the majority, maybe in some ways more and it has
been a most rewarding experience to work on trade matters with a
man of the caliber and humor of Bob Strauss. He has received a lot
of awards and a lot of accolades. I don't want him to leave with too
swelled a head. As a matter of fact, I have another award which I
think he is going to cherish. I think he is going to want to put it in a
prominent place in his home.

Mr. STRAUSS. I am afraid I am not going to like this, Senator.
[Laughter.]

Senator ROTH. I have here the Turkey Award of the year.
[Laughter.] [Applause.]

Chairman RIBICOFF. That is what I call some way to start your
testimony. [Laughter.]

TESTIMONY OF ROBEBRT S. 8TRAUSS, SPECIAL REPRE8ENTATIVE
FOR TRADE NEGOTIATIONS, ACCOMPANIED BY RICHARD HEIM-
LICH, ASSISTANT SPECIAL REPRESENTATIVE FOR TRADE NEGO.
TIATIONS

Mr. STRAUSS. Mr. Chairman, if I could break with custom for a
moment and kind of ignore the chairman I would like to work on the
cochairman just a moment. [Laughter.]

Chairman RIBICOFF. He is all yours.
Mr. STRAuSS. Thank you.
Chairman RIBICOFF. I would rather you carve that turkey.

[Laughter.]
Mr. STRAUss. Let me say this: All I want to say, I want to make one

crystal clear statement for the record. Senator Roth, it takes one to
knew one. [Laughter.]

Now, thank you. Let me say to both of you informally, and let me
say that I have some remarks by Robert S. Strauss that I would like
to ignore.

thairman RIBICOFF. Without objection, your formal remarks will
go in the record at the conclusion of your testimony.

Mr. STRAUSS. Thank you. This is a bit of nostalgia for me. As you
know, each of you last April, after a number of informal conversations
with you, and Senator Long, Senator Ribicoff, the President asked
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me to undertake these responsibilities and I recall very well our con-
versations and I recall that the first call I made here was not to
Senator Long or to you, but was to see Senator Roth. And since that
time we have worked exceedingly hard together agreeing and dis-
agreeing, always respectful and always constructive lhope in our per-
sonal relationships, working primarily with the two of you and Senator
Long has been something that I have cherished.

I am well aware of our personal relationship and I take great pride
in it, my personal relationships with each of the three of you and with
a great many members of your committee.

That is aside from the professional relationship. With respect to
the bipartisanship, I suspect I have said to the President and to the
press that concerning the support I have had, this is a bipartisan bill,
and the credit must go equally to the Republicans and the Democrats.
We have worked together and I suspect the truth of the matter is there
have been many times when my support has been percentagewise
stronger on the Republican side even than from my Democratic
colleagues.

I take great pride in that. I have wor:ed very hard. You and your
staff have worked very hard with me and for me and it has just been
as I once said to you, privately we have really had a classic example,
that ought to be studied, of how the legislative process works best in
America.

This is, I think a very interesting case study and it goes back a bit,
if 1 may be nostalgic. It really goes back to the 1974 Trade Act, who-
ever dreamed that up, whoever devised that, who executed it, although
it too is flawed and has its imperfections, but it is an exceedingly wise,
carefully thought-through plan.

It is hard to believe-I discussed it with Senator Javits the other
day but we involved well over 1,000 people, private sector people
on a daily basis in this program. We have not been running around
the bureaucracy, but the 1974 Trade Act involved between 1,000 and
1,100 private sector people, most of whom have taken great interest
in this, taken great pride in it.

The Nation has been well served. Let me direct myself to this
reorganization plan, if I may. I think the plan is flawed, Senator Roth.
There is no question but this is a flawed plan. I have been trying for
2 years to think through this subject because I believe we desperately
need a trade reorganization in this Government. And I have looked at
the legislation very hard, very carefully that you and Senator Ribicoff
have mtroduced, Senator Roth. I looked at the legislation that Con-
gressmen Jones and Frenzel introduced and I guess I have talked to
150 people at great length. and there just is no plan that is not flawed
in the eves of a great many of the beholders.

That is what has made this an exceedingly complex thing. I went to
the President. when I saw our first work product and was totally
dissatisfied with it.

It wasn't his product. It was not Jim McIntyre's product neces-
sarily, or either of your products. But it was not a satisfactory work
product. Directcr of OMB McIntyre and I sat with the President
and I said, '"Mr. President, you have first a decision to make. Do you
want to satisfy the bureaucracy and move easily, get it off your desk
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qickly, or do you want to satisfy really some of the gut needs of this
country, take some scars, take some heat?"

His answer was, "You know very well what I want, Bob. I don't
care what you do with the bureaucracy. Get something that works
and that we can present and we can sell." That is what we have tried
to do.

The first thing we did was direct ourselves, Mcintyre and myself
and the members of our staff, to the following questions: McIntyre's
question to me was, Bob, you have talked more about this than anyone
in the country and you told me one or two of your people know more
about this more than anyone in the country and I think they do. Tell
me what are the basic requirements.

The basic requirements of the industrial community or the agri-
cultural community and of the labor community and of the Congress-
these were the constituencies we were looking at because we had to
have something that the private sector at the highest level thought
would work, something that the Congress thought was achievable
and something that was right.

Well, there are three or four very simple things. First, the bureauc-
racy notwithstanding, this Finance Committee and( its members felt
very strongly that the commercial attaches should be removed from
the State Department. Item 1.

This Finance Committee and its members thought countervailing
dumping should be moved from Treasury. Item 2.

This Finance Committee and its members said that there should
be better coordination of the export policy.

This Finance Committee and its members felt that we should not
destroy, not destroy, the Foreign Service aspect of the Agriculture
Department that was working so well.

This Finance Committee and its members felt that we should im-
prove our oversight, get some oversight in for the first time and on and
on and on.

It was also felt that we should put in place a proper authority to
put in it, in the proper authority, sufficient responsibility to se, that
there was a proper implementation of these trade agreements, that
as you and I know are a big step although not a 100-percent step in
the right direction, but a major step in the right direction if and only
if there is proper implementation.

The next question comes to mind, how do you do this? The simple
and easy way to design it, Senator Roth, would be the way you
designed yours, and that is with a new department, a new bureaucracy.
With that, to get enough people, you have to do a number of things
that don't really need to be done.

With that you have to create a new bureaucracy, something the
Congress generally really does not want, and the people out across
this country don't want, so we have a compromise on that. There
are a number of others we had a compromise, all said and done, by
restructuring the Commerce Department to make it a new Trading
and Commerce Department, by strengthening and giving more power
to the office of the STR which most people want done, both within
the Congress and within the industrial and agricultural communities.

So what we tried to do instead of tearing down the STR, tearing
down the Commerce Department, creation of a new bureaucracy, we
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tried to restructure the Commerce Department to accomplish these
objectives and others, restructuring the STR to accomplish these
objectives and others, and in my judgment we have done so. If you
asked me if I thought there was a single, knowledgeable individual
in this country that would put an A plus mark on this trade reorgani-
zation plan, gentlemen of this committee, I have to say to you do
not know of one who would not find it flawed in some respect, but of
all the plans I have seen this comes nearest.

This is not watered down to nothing because it compromises every-
thing, because this has in it a dealing with the gut issues that everyone
hasn t dealt with.

So it is that I think we have presented to you what I said we would
present, a trade reorganization plan and structure that has meat in
it, that is meaningful and substantive and worthwhile and one that
will undoubtedly undergo change as it moves through the legislative
process as indeed in many instances legislation should.

I know that Director McIntyre has some things on a more technical
basis he wants to go over with you and I will be glad to join him at
that time or now I will take such questions that you have may.

[The prepared statement of Mr. Strauss follows:]

PREPARID STATEMYNT OF ROBERT S. STRAUSS, SPECIAL REPRESRNTATIVE FOR
TRADE NEGOTIATIONS

Mr. Chairman, members of the committee, I appreciate the opportunity to
discuss President Carter's trade reorganization package.

From the day I became involved in international trade, it has been clear to
me that we need a workable trade structure within our government to give inter-
national trade the high priority it deserves. And no one is more concerned than
President Carter about our ability to respond to future challenges and opportuni-
ties in international trade. He has consistently and continuously demonstrated
his leadership and commitment to improving our international trade position.
He supported my efforts in Genteva at a time when everyone thought the Tokyo
Round of Negotiations could never produce a result of any substance, and he
has begun for the first time to develop a coherent trade policy for our country.
Unlike some who are doing nothing but complaining, President Carter has taken
positive steps toward solving our international trade problems-problems which
have been building for decades because of neglect on the part of all of us.

This reorganization is one key element in our efforts to implement our new
trade agreements, develop a coherent trade policy, and expand our exports. I
would like to offer some of my general thoughts on why this proposal makes a
great deal of sense to me, and Director McIntyre, who has worked so hard along
with his colleagues on this proposal, will explain it in more detail.

This proposal follows the successful conclusion of the most ambitious round of
trade negotiations undertaken since the original GATT. Now that we have agreed
on new international trading rules it is time to put them to work. We stand to
benefit greatly from the new trade agreements through prompt, effective, and
aggressive enforcement and implementation. This proposal addresses that issue.
It establishes clear lines of accountability and responsibility within our govern-
ment for enforcing the trade agreements.

Beyond implementation of the trade agreements, in this proposal we decided to
leave untouched programs that are working right. For instance, the Export-
Import Bank and the Foreign Agricultural Service are both performing effectively
and deserve the respect they have earned from the business and agricultural
communities. Consolidation of these trade activities probably would not improve
their effectiveness, and might even lead to poorer performance.

Where we are consolidating programs, we are building on our strong points. We
used the Agriculture Department's sector analysis and export promotion programs
as the models for similr prgrams within the Commerce Department. And in
expanding the Special Trade Representative'r responsbilitiea for policy coordina-
tion and negotiations, we are extending the very successful process of open con-
sultation and cooperation between the public and private sector to new areas.
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As many , you know, that process i one of the main reasons the Tokyo Roundagreements hold so much promise for our economy.The President is committed to organizational improvement, and he has alreadymade changes within his authority that benefit us even as you consider thisproposal. Hb actions in establishing clear accountability for implementing thetrade agreFments, and for representing American interests in the GATT areparticularly Important. We must begin to move aggressively in this area right now.Let me conclude by saying that the President's proposal is the best possibleplan available today. Almost all concerned parties are enthusiastic about this
proposal because we met their needs.Many members of Congress and the private sector are wary of creating a largenew bureaucracy, because other Departments would have to be stripped of functionsthey are best equipped to perform. Customs and trade adjustment assistance are
two areas that come to mind.Our agricultural producers are concerned that trade issues might receive lessattention and lower priority than they deserve in a "business-oriented" department.And adding major trade program responsibilities to STR would overload theExecutive Offce of the President, and change its orientation from coordination
and management to implementation.On balance, the President's proposal is the best approach we could take at thistime. It improves our government structure where it matters most. Even so, Idon't want to create unrealistic expectations at home and abroad about our tradeperformance. We do not intend to overpromise and underperform. Even a moreambitious reorganization program won' solve our trade problems, because by andlarge they are a result of neglect, not organizational structure.In International trade, as in so many areas, we have a long road ahead of us.We're going to have to travel that road one step at a time. This proposal is one of
the first steps we must take.

Chairman RIBICOFF. Mr. McIntyre, I don't know what your wishesare, whether to read the full 20 pages or give a summary. I am surethere are questions that the three of us will have, and the others whowill join us. Your entire statement will go in the record as if read at
the conclusion of your testimony.

I do want to publicly state that you have been deeply concernedwith our attitudes on this bill. You have been in frequent consultation
with Senator Roth and myself. I do believe there is a realization onyour part, as well as Ambassador Strauss', that there are many prob-lems, and that if we are going to get a meaningul trade bill throughwe are going to have a considerable amount of cooperation between
us in the weeks ahead.We have never had any problem, you and I, working these problemsout. This committee has acted on a bipartisan basis and there is re-spect and cooperation by all of the members of the staff, be they onthe majority or minority side. I have a deep desire that we put intoplace before we are through a department that will really help our
country in the whole field of international trade.

You may proceed.
TESTIMONY OF J AMS T. X ITY, JR., DIRECTOR OF THE OFFICE

OF M IIAaGEEIT AID BUDGET, ACCOMPANIED BY HARRISON
WELW.I RD, EXUTIVE ASSOCIATE DIRECTOR, REORGANIZA-
TION AND AA]nAGEMET; AND ERIC L HIRSCHHORN, DIRECTOR,
TRADE RaORAnIZATIO N rSTUDY
Mr. McIN"raBi. Thank you, Mr. Chairman.I do not desire to read my entire statement. I prefer to have itsubmitted for the record as you suggested and highlight a few key
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paragraphs in it. Before I do that, I might say I would like to address
some remarks to Senator Roth.

After I saw his comments on the plan last Friday, I el deavored to
look into and investigate a little bit about turkeys. I found, Senator
Roth, that the turkey is very popular. In fact, Ben Fraluklin at one
time wanted to make the turkey the national symbol. I also found
that turkeys are extremely popular at certain times of the year and
it is my hope that by the time of the first day on which turkeys are
very popular we can have a trade reorganization proposal passed. And
I hope you share that desire with me.

Senator ROTH. I just hope it is a Delaware turkey. [Laughter.]
Mr. McINTYRE. Mr. Chairman, members of the committee, I am

pleased to join with Ambassador Strauss this morning to present the
adininistration's proposal for reorganizing our foreign trade functions.

Ambassador Strauss has described the environment within which
we worked and some of the major considerations that underlie the
basic proposal.

Let me just summarize a few of those. First, we undertook the
reorganization primarily to build up the Federal Covernment's capac-
ity to strengthen the export performance and import competitiveness
of the U.S. industry and to this end this reorganization proposal is
designed to prepare the Federal Government for atIL _ sive enforce-
ment of the MTN codes, which potentially open 'ast markets for
U.S. labor, farmers, and business.

It also aims to improve our export promotion ar . ;ties so that U.S.
exporters as well as the Federal Government caLt r better informed
about trade opportunities and challenges in foreign markets.

It is the judgment of those in the executive branch responsible for
trade that we need to implement vigorously the multilateral trade
agreements. Whereas international trade negotiations in the past have
concentrated primarily on reducing tariff barriers, the MTN has as
its primary focus the breaking down of nontariff barriers, including
the many domestic subsidies and specialized restrictions on trade thft
have made it difficult for our exporters to penetrate Japanese and
European markets.

We must be prepared to apply the codes domestically, and to
monitor major implementation measure, reporting back to American
business important developments and raising questions internationa"!y
about foreign implementation. The MTN will work if we establish
procedures for monitoring and enforcing it.

Major trade functions are now located in eight major departments
and agencies. Although the Special Trade Representative takes the
lead role in administering the trade agreements program, many issues
are handled elsewhere and no single agency has across-the-board
leadership in trade. Aside from STR and the Export-Import Bank,
trade is not the primary concern of any agency where trade functions
are located.

In summary, the current arrangements lack a central authority
capable of planning our trade strategy and assuring its implementa-
tion. We have come closest to this approach with the coordination
structure that back-stopped our policies on the multilateral trade
negotiations. Under the leadership of Ambassador Strauss we were
able to compose a coordinated set of instructions to our negotiators
that represented a broad consensus of the national interest.
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Ambassador Strauss has outlined the major elements of the reor-
ganization proposal. They are stated both in general and in detail
in my testimony, Mr. Chairman. So I would like to direct my atten-
tion for just a moment to some of the other trade proposals that were
considered, but rejected.

The Trade Agreements Act of 1979 specifies several other trade
reorganization proposals for Presidential consideration. We have re-
viewed each proposal thoroughly and decided that the proposal the
administration has outlined is the most practical and effective approach
to the trade problems that we face.

In fact, it borrows a number of the features from those expressed
alternatives.

The first proposal in the MTN bill suggested:
Strengthening the coordination and functional responsibilities for the Office of

Special Trade Representative to include, among other things, representation of
the United States in all matters before the General Agreement on Tariffs and
Trade.

We have in part adopted this idea. STR will have a . ear lead role
in coordinating both agricultural and nonagricultural trade policy. The
jurisdiction of the Trade Policy Committee, which STR heads, will be
broadened considerably. STR will take over GATT representation
responsibilities.

We have concluded however that operational functions should not
be placed in STR. Such a step would place too heavy a burden on STR
in terms of line functions not suited to the policymaking role of the
Executive Office of the President.

Also, making STR a focus of such activities might weaken its crucial
role as a neutral honest broker among the various agencies involved
;n trade matterr, a role that depends as much upon perception as upon
reality. STR should be the focal point for policy matters, but opera-
tions should be located eleswhere.

Another alternative was the creation of a Board of Trade. As we
understand it, such a proposal would establish an independent trade
agency outside the Executive Office, headed by the cabinet rank Special
Trade Representative, but not itself a cabinet department. This agency
would include the major import relief functions and the negotiation
functions now located in a variety of agencies in addition to the STR.

The Trade Policy Committee would have a separate executive office
staff of 5 to 10 people and would continue to be handled by the special
trade representative. MTN monitoring and implementation also would
be located in the new agency, which would receive policy guidance
from a Board whose membership would approximate that of the Trade
Policy Committee.

In part we have adopted this idea. Under our proposal, STR will
have the lead role for all trade negotiations and will have the policy
lead on the MTN enforcement. We believe that STR can handle these
functions without a significant increase in staff. Accordingly, we pro-
pose to retain it in the executive office.

STR will have the responsibility for policy decisions on application
of discretionary trade remedies. This will allow for their use as an
adjunct to negotiations. We would not, however, move antidumping
and countervailing duty matters to STR, as these are adjudicatory in
character and therefore are best located in an agency other than the
chief trade negotiator.
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Finally, the MTN legislation proposes for consideration the concept
of a new trade department, separate from and additional to the existing
Department of Commerce. We rejected this idea nrincipally because
we have concluded that a significant problem in tlie trade policy area
in the past has been its isolation from domestic economic consideration.
Placing trade in an entirely separate department would further isolate
it. We-believe that the administration proposal addresses the problem
ably within the existing governmental framework and without creating
a new bureaucracy.

In brief, STR, with its view from the Executive Office, will take the
lead on trade policy and negotiations, and operational functions will
be located in the Department of Trade and Commerce, and the
Department of Agriculture.

We have two further problems with the idea of the new Depart-
ment. First, moving export promotion and export control functions
out of the Commerce Department would seriously undermine its
important role with regard to domestic businesses, not all of which
are exporters.

Second, the creation of a separate department inevitably would lead
to pressure for a new set of domestic field offices, parallel and dupli-
cating the Commerce field structure that currently exists.

Mr. Chairman, I know that you share my desire that the Congress
act expeditiously on these proposals. The next 6 months are critical
for determining our trade posture for the next 5 years. Between now
and the end of the year, our international trading partners will be
testing our will. They will seek to learn if the United States is pre-
pared and has the will to insist upon the new rights negotiated in the
Tokyo Round. Inevitably, some misunderstandings and differing
interpretations will arise. This is a natural followup to any complex
negotiation process. The way we handle these initial challenges will
affect attitudes and expectations abroad for years to come.

In this same period, the GAT'T will be reshaped; its organization
changed and its new leadership chosen and new working patterns
established to implement the codes. Our early monitoring of how our
major trading partners implement the MTN will help set the prece-
dent for success or failure, and we will still face a series of substa .tial
and significant followup negotiations.

For these reasons I hope and trust that the Senate and the Houlse
wi I act with dispatch on reorganizing so that we can overhaul the
G ,vernment's trade organization to meet these fundamental chal-
lenges and opportunities.

Mr. Chairman, that concludes my statement. Ambassador Strauss
and I will be glad to answer your questions.

[The prepared sta tement of Mr. McIntyre follows:]

STATEMENT OF JAMES T. MCINTYRE, JR. DIRECIOR, OFFICE OF
MANAGEMENT AND BUDGET

Mr. Chairman and members of the committee: I am pleased to join with
Ambassador Robert 9trauss this morning to present the Administration's pro-
posal for reorganisatlon of our foreign trade functions.

We undertook this reorganization with one primary goal: to build up the Fed-
eral government's capacity to strengthen the export performance and Import
competitiveness of U.S. industry. To this end, this reorganization proposal is
designed to prepare the Federal government for aggressive enforcement of the

50-490 0 - 79 - 2
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MTN codes, which potentially open vast new markets for U.S. labor, farmers
and business. It also aims to improve our export promotion activities so that
U.S. exporters as well as the Federal government can be better informed about
trade opportunities and challenges in foreign markets.

We have labored long and hard over the question of what organization will
best promote these ends. Our consultations with the Congress and our examina-
tion of the proposals advanced by various Members-inoluding Senators Ribicoff,
Roth and Byrd and Congressmen Jones and Frenrel-have been very helpful.
We also have consulted widely with representatives of the private sector. We gave
special attention to propols for the establishment of a new, separate trade
department or agency-but we concluded that strengthening existing institutions
is preferable to creating a new separate bureaucracy.

In short, we believe that this reorganization will provide the leadership and
resources for strong MTN enforcement, a more consistent trade policy, and more
vigorous promotion of U.S. exports, while avoiding the need for a new agency
and keeping disruption of ongoing programs to a minimum.

Recent events have focused more attention on the vitality of our trade position
and on the way our trade machinery is organized. These events include our
negative trade balance, increasing dependence on foreign oil, and the resulting
pressure on the dollar. The MTN debate has heightened interest in, and dis-
satisfaction with, our current trade organization. New challenges, such as MTN
implementation and trade with State economies, will further test our government
organization.

We need to implement vigorously the multilateral trade agreements. Whereas
international trade negotiations in the past have concentrated primarily on reduc-
ing tariff barriers, the MTN has as its primary focus the breaking down of non-
tariff barriers, including the many domestic subsidies and specialized restrictions
on trade that have made it difficult for our exporters to penetrate Japanese and
European markets.

The MTN codes, especially the one opening up government procurement to
foreign bidders, have significant export promotion possibilities. We will need to
develop better methods for bringing foreign government procurement oppor-
tunities to the attention of American business. The new code on subsidies and the
amended antidumping code will not only affect our own countervailing duty and
antidumping procedures but also involve the U.S. in monitoring foreign subsidy
practices and in international dispute settlement procedures. Enforcement here
will have to be strengthened. New complaint procedures will be required. The code
on product standards imposes obligations on the U.S.. but more importantly
forces other signatories to ammed procedures that v" -ye discriminated against
American goods and services. similarly, the codes or. customs valuation and on
import licenses will give the go rernment an enforcement role.

We must be prepared to apply the codes domestically and to monitor major
implementation measures abroac reporting back to American business important
developments and raising questions internationally about foreign implementation.
MTN will work if we establish procedures for monitoring and enforcing it.

PROBLEMS W':'H CURRENT TRADE ORGANIZATION

The trade machinery we e -. have cannot do this job effectively. Major trade
functions are now located in eight departments and agencies. Although the Special
Trade Representative (STR) takes the lead role in administering the trade agree-
ments program, many issues are handled elsewhere and no agency has across-the-
board leadership in trade. Aside from STR and the Export-Import Bank, trade is
not the primary concern of any agency where trade functions are located.

Trade policies are coordinated by a network of special purpose and ad hoc
committees with varying memberships, and some trade policies (e.g., dumping and
countervailing duties) are not coordinated among agencies at all.

By strengthening the leadership for shaping trade polik;, we will give trade
problems greater priority as the President balances competing policy objectives.
Trade will have higher visibility, the administrative effectiveness of our trade pro-
grams will improve and the services the Federal government provides for ex-
porters and potential exporters will be more responsive and helpful. Once the MTN
agreement is in place, trade reorganization w 11 help us live up to our commitment
for a stronger trade position in the post-MTN world.

In summary, the current arrangements lack a central authority capable of
planning ou- trade strategy and assuring its implementation. We have come closest
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to this approach with the coordination structure that back-stopped our policies
on the multilateral trade negotiations. Under the leadership of Ambassador
Strauss, we were able to compose a coordinated set of instructions to our negotiators
which represented a broad consensus of the national interest.

The MTN gave us a unique opportunity to consider our trade policy as a whole
instea(i of in pieces. By offering more effective organization and focused leadership
this reorganization builds on that approach and provides a strong institutional
incentive for successful implementation of the MTN agreements.

THE REORGANIZATION PROPOSAL

Briefly stated, we propose to strengthen and centralize trade policy coordination
and trade negotiation functions in the Office of the Special Representative for
Trade Negotiations, which will be renamed the Office of the United States Trade
Representative. We would also give to the Commerce Department-renamed the
Department of Trade and Commerce-added responsibility for export promotion,
including commercial representation abroad, antidumping and countervailing
duty cases, and the non-agricultural aspects of MTN monitoring. In addition,
the coordinating role of the Trade Policy Committee will be significantly expanded.
Finally, a position of Under Secretary for Trade will be established in the Depart-
ment of Trade and Commerce.

Let me point out several things that our proposal does not do: First, it does not
create a new bureaucracy. We are not asking for any significant increase in person-
nel. The number of people . 'ved is small, and only a few hundred would be
moved.

Second, we do not propose to transfer or significantly affect programs that are
working well in their current locations. Thus, we recommend no shift in responsi-
bility for foreign trade in agricultural commodities from the Department of
Agriculture, which has handled this function successfully and is able to coordinate
it with domestic agricultural policy. Similarly, the only change in the operation
of the Export-Import Bank will be to make the Secretary of Trade and Commerce
an ex officio, non-voting member of the Board of Directors of the Bank. Eximbank
appears to be working well and its constituency is very happy with the fine leader-
ship of its Chairman, John Moore.

Third, we are not creating a mechanism that could be a focus for protectionism.
This Administration, like all Administrations since that of Franklin D. Roosevelt
has stood for trade on a broad basis with as few restrictions as possible. The MT i
agreements bear witness to this policy. At the same time, there must be relief for
injured localities, firms, and workers. The MTN bill revises and streamlines
import remedies. Our proposal will assure that these measures are effectively
carried out and appropriately coordinated with each other and with other aspects
of trade policy.

The reorganization we are proposing today -an only partly address America's
foreign trade problems. Our organizational struc,:ire is not the primary cause of
our trade problems, and restructuring our trade organization will not alone
improve the competitive position of United States industry. To a large extent
import problems reflect the inability of domestic industry to meet foreign com-
petition due to such competitive disadvantages as low productivity growth,
inefficient and outmoded facilities, changing market demands, high production
costs, legal disincentives associated with other domestic or international policies,
and export policies less vigorous than those of some other countries.

Nevertheless, the contribution of this proposal will be important. It will pro-
vide us with unified policy direction; focus attention on major problem areas;
enable us to negotiate with foreign governments from a position of strength; and
provide a strong institutional base for the new trade order created by the MTN
agreements.

We believe that our proposal addresses the major concerns and objectives
expressed to the Administration in the course of extensive consultations with
interested groups in the private sector and with the Congress.

SPECIFICS OF THE PROPOSAL

Our proposal will effect changes in the areas of export promotion; MTN moni-
toring, implementation, and enforcement; import remedies; trade negotiation;
trade policy coordination; and sectoral analysis.
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Export promotion
(1) Commercial aacha.-Assistance to U.S. exporters abroad is now provided

by State Department Foreign Service Officers serving as commercial attaches.
These commercial officers are a competent and dedicated group, but their export
promoton activities too often in a pearance and reality, play second fiddle to
economic reporting responibilities. Further, there are questions whether the skills,
training and career aspirations of diplomats are consistent with the job require-
ments for the mcst effective commercial representation.

We propose to transfer to the Department of Trade and Commerce the com-
mercial representation functions for our major trading partners. This transfer
would put both domestic and overseas export promotion staffs under a single
agency charged with emphasising expansion of U.S. exports. By having those who
assist our export expansion overseas in the same organization with the domestic
field offices that help industry and business here, we will be better able to connect
an export opportunity in Hamburg with an American business in Hartford.
Further, the new corps, modeled after the highly successful Foreign Agricultural
Service, would be designed to attract people with a strong interest in commercial
representation.

(2) Ezporl-lmport Bank.-Availability of acceptable financing is often a pre-
requisite to export sales; other countries frequently make government-assisted
credit available at favorable terms as part of a sales package. In the U.S., the
Export-Import Bank functions as the principal trade financing agency where
normal commercial financing is not available or for other reasons is not acceptable.
The Export-Import Bank does an excellent job. One area of criticism, however,
has been that Eximbank sometimes assists with financing where there is little
foreign competition, or where other commercial financing is readily available.

In order to help ensure that export financing policy is consistent with export
promotion policy (and trade policy generally), we propose that the Secretary of
Trade and Commerce be made a non-voting member of the Eximbaixk Board.

(3) Other export funetion.-In addition to the Foreign Agricultural Service
mentioned above, we do not propose to transfer the following export related
units: The Commodity Credit Corporation, which operates to stabilize and pro-
tect farm income and prices, to assist in maintaining balanced and adequate
supplies of agricultural commodities and to facilitate orderly distribution of
commodities, is concerned to a large degree with domestic agriculture, and seems
most appropriately housed with other agricultural matters in USDA.

The Office of Trade Finance (Treasury), which provides general policy guidance
to Export-Import Bank and recommends U.S. positions for international nego-
tiations on the terms and extent of official trade financing, will remain in Treasury
to help carry out its responsibilities in these areas.
MTN implementation, monitoring and enforcement

This is an important aspect of our proposal. What we have negotiated in the
MTN will not be worth much if we do not aggressively monitor and implement
the agreements.

We intend to make the Departments of Agriculture, Trade and Commerce,
and Labor responsible for operational functions that are beat handled outside the
Executive Office by the departments that deal day-to-day with these sectors of
the economy. Functioes that would remain with these departments include
educational and promotion programs, technical assistance to the private sector,
consultations with private sector advisory committees, data base development
and malinterance, staffing of formal cases, information dissemination, and analyti-
cal sbpport.

But the broad policy management of formal cases must he coordinated across
the government and, where appropriate, pursued through negotiations. We
recommend placing this function in STR (with the exception of antidumping and
countervailing cases and cases arising under section 337 of the Tariff Act of 1930).

Import fundions
(1) Antidumping and countervailing duty casec.-The most criticized import

function is the administration of countervailing duty and antidumping cases,
in which foreign producers are accused of receiving subsidies or selling at less
than "fair value" in U.S. markets. With the advent of the MTN subsidy/
countervailing and amended antidumping codes, countervaillng duties and
dumping assessments will become even more important tools for limiting trade-
distorting practices and thereby providing relief to domestic producerc
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The functions are now adminitered by Treasury's Office of Tariff Affairb and
supported by other Treasury personnel (in Customs particularly). The adminis-
tration of these functions has been criticised for delays and lack of coordination
with other trade policy instruments.

It should be noted however, that some critics of the present structure disagree
not with the method of administration but with the results (i.e., the failure to
order relief in individual cases). I must stress that we do not intend or expect this
transfer to alter the results of individual cases. We recommend placement of the
functions in a location that will afford high priority to faster, efficient enforce-.
ment, but we are not acting out of any belief that Tressury has a "free trade"
bia or Commerce a protectionist one.

We also will transfer to Trade and Commerce the Treasury's role in national
security import cases and embargo administration.

2. Section 837 unfair import pradie cama.-Section 337 of the 1930 Tariff Act
authorizes the International Trade Commission (ITC) to apply sanctions for
unfair import practices. The ITC recently has expanded its activities (from the
traditional patent infringement case) and has been entering into some agreemente
that are inconsistent with U.S. trade policy or duplicative of other enforcement
functions. An additional problem with the present organisational arrangement is
that the Administration can review these cases only after they are concluded.

The major objective of transferring this function (as well as the ITC's tariff
nomenclature function) would be to ensure consistency in application with other
import relief functions. Thus, in transferring this function to Trade and Com-
merce, we are locating it in an agency that has other instruments at its disposal.
Such a transfer would in no way interfere with the ITC's other major activities--
import injury determinations in escape clause, antidumping, and countervailing
duty cases.

(3) Other import funtdion.-We are not proposing transfers of any of the
following import relief functions:

The functions for the Generalized System of Preferences, escape clause actions,
market disruption cases, and unfair trade complaints under section 301 of the
Trade Act of 1974 are appropriately located in the negotiating agency and thus
will remain with STR.

The agricultural import program has been administered well by the Foreign
Agricultural Service and should remain there.

Trade adjustment assistance responsibilities and administration of the textile
program both benefit from the industry expertise of Commerce and should remain
there; the same is true for Labor's administration of trade adjustment assistance
for workers.
Trade neqoticifw"

Although the negotiation of the MTN agreements has been concluded, there
will be continuing negotiations when allegations of violations are made. In addi-
tion, there will be negotiations on bilateral trade matters and on non-tariff barriers.

STR will generally have the lead role in trade negotiations, including those
implementing the MTN agreements, commodity negotiations (now led by State)
and East-West negotiations (also now led by State). STR will represent the
United States in GATT (General Agreement on Tariffs and Trade) matters. To
ensure that all negotiations are handled consistently and that our negotiating
leverage is employed to the maximum possible extent, a new Trade Negotiating
Committee, directed by STR and including State, Treasury Agriculture and
Trade and Commerce, will manage the negotiation of particular issues and will
coordinate the operational aspects of negotiations. The Trade Policy Committee
though, will continue to coordinate trade policy, including the policy aspects of
trade negotiations.

Trade policy coordinalon
Much, but not all trade policy is coordinated through the Trade Policy Com-

mittee and two committees (the Trade Policy Review Group and the Trade
Po'icy Staff Committee) functioning beneath it. All now are chaired by STR.

hile policy coordination has worked adequately on the whole, some important
Issues are not addressed through the Trade Policy Committee mechanism.We will
add c ordination of the following a -o to the jurisdiction of the Trade Policy
CommiLtee:

(1) Import reediss.-The Trade Policy Committee iril coordinate generally
the application of import remedies (since antidumping and countervailing duty
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case are mostly adjudicatory in character, the Trade Policy Committee review of
such matters would center about new precedents, negotiating assurances, and
coordination with other trade matters, rather than cae-by-case factfinding). The
Trade Policy Committee also would analyze long-tefm trends in import remedy
cases and recommend any necemary legislative changes.

(2) Isnk ioaal comnmodUil pdoi.c-Commodity policy, now handled by State
(with responsibilities on ricultural commodities shared with Agriculture) has an
interagency process separate from the Trade Policy Committee. However, since
STR now will have lead responsibility for commnodity negotiations, commodity
policy will be coordinated by the Trade Policy Committee.

(3) Boas-Wue rade.-Since STR will have lead responsibility for East-West
trade negotiations, the Trade Policy Committee should assume policy coordination
for East-West trade policy. Also, the East-West Foreign Trade Board, established
under the 1974 Trede Act, has been largely inactive. Accordingly, we recommend
abolishing the Board and transferring its functions to the Trade Policy Committee.

(4) Internaional inetment policy.-There is now no overall coordinating
mechanism for this area, though State, Treasury, Commerce and Labor have roles
regarding matters of U.S. private investment over-eas and foreign investment in
the United States. We propose no transfers of functions or units, but will bring
the formulation of international investment policy within the Trade Policy
Committee's purview.

(5) Bnergy trade.-Energy trade matters now are handled by the Department of
Energy, which is the locus of the very specialized expertise required in such
matters. We do not plan to transfer the lead role, but will coordinate energy trade
issues in the Trade Policy Committee.
Sectoral ana4lysi

Finally, in connection with this reorganization, the sectoral analysis capability
of the Department of Trade and Commerce will be upgraded and enhanced. We
are now working with the Commerce Department leadership to develop a plan to
accomplish this goal.

OTHER PROPOSALS CONSIDERED

The Trade Agreements Act of 1979 specifies several other trade reorganization
proposals for Presidential consideration. We have reviewed each thoroughly and
decided that the proposal just outlined is the most practical and effective approach
to the trade problems we face. In fact, it borrows a number of features from these
alternatives.

The first proposal in the MTN bill suggested "strengthening the coordination
and functional responsibilities of the Office of the Special Representative for
Trade Negotiations to include, among other things, representation of the United
States in all matters before the General Agreemcat on Tariffs and Trade."

We have, in part, adopted this idea. STR will have a clear lead role in coor-
dinatinmg both agricultural and nonagricdltural trade policy. The jurisdiction of
the Trade Policy Committee, which STR heads, will be broadened considerably.
STR will take over GATT representation responsibilities.

We concluded, however, that operational functions should not be placed in
STR. Such a step would place too heavy a burden upon STR in terms of line
functions not suited to the policymaking role of the Executive Office of the Presi-
dent. Also, making STR a locus of such activities might weaken its crucial role
as a neutral "honest broker" among the various agencies involved in trade mat-
ters, a role that depends as much on perception as on reality. STR should be the
focal point for policy matters, but operations should be located elsewhere.

Another alternative 'was the creation of a "Board of Trade." As we understand
it, such a proposal would establish an independent trade agency outside the
Executive Office, headed by the Cabinet-rank Rpecial Trade Representative but
not itself a Cabinet department. This agency would include the major import
reliei functions and the negotiation functions ncv located in a variety of agencies
in addition to STR. The Trade Policy Committee would have a separate, Execu-
tive Office staff of 5 to 10 people and would continue to be handled by the Special
Trade Representative. MTN monitoring and implementation also would be
located in the new agency, which would receive policy guidance from a Board
whose membership would approximate that of the Trade Policy Committee.

In part, we have adopted this idea too. Under our proposal, STR will have the
lead role for all trade negotiations and will continue to bead the Trade Policy
Committee. STR also will have the policy lead on MTN enforcement. We believe
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that STR can handle these functions without a significant increase in staff;
accordingly, we propose to retain it in the Executive Office.

STR will have the responsibility for policy decisions on application of dis-
cretionary trade remedies, which will allow for their use as an adjunct to negotia-
tions. We would not however, move antidumping and countervailing duty
matters to STR, as these are adjudicatory in character and therefore are best
located in an agency other than the chief trade negotiator.

Finally, the MTN legislation proposes for consideration the concept co a new
trade department, separate from and additional to the existing Department of
Commerce. We rejected this idea principally because we have concluded that a
significant problem in the trade polic' area in the past has been its isolation from
domestic economic considerations. Placing trade in an entirely separate depart-
ment would, we bUlieve, further isolate it. We believe that the Administration
· roposal addresses the problems ably within the existing governmental framework
and without creating a new bureaucracy. In brief, STR, with its view from the
Executive Office, will take the lead on trade policy and negotiations, and opera-
tional functions will be located in the Department of Trade and Commerce and
the Department of Agriculture.

We have two further problems with the idea of a new department: First,
moving export promotion and export control functions out of the Commerce
Department would seriously undermine its important role with regard to domestic
businesses (not all of which are exporters). Second, the creation of a separate
department inevitably would lead to pressure for a new set of domestic field
offices, paralleling and duplicating the Commerce field structure that already
exists.

Mr. Chairman, I know that yo'u share my desire that the Congress act ex-
peditiously on these proposals. The next six months are critical for determining
our trade posture for the next 5 years. Between now and the end of the year,
our international trading partners will be testing our mettle. They will seek to
learn if the U.S. is prepared and has the will to insist upon the new rights ne-
gotiated in the Tokyo Round. Inevitably, some misunderstandings and iffering
interpretations will arise. This is a natural follow-up to any complex negotiation
process. The way we handle these initial challenges will affect attitudes and
expectations abroad for years to come.

In this same period, the GATT will be reshaped; its organization changed;
its new leadership chosen; and new working patterns established to implement the
codes. Our early monitoring of how our major trading partners implement the
MTN will help set the precedent for success or failure, and we will still face a
series of substantial and significant follow-up negotiations.

For these reasons, I hope and trust that the Senate and the House will act with
dispatch on reorganization so we can overhaul the government's trade organization
to meet these fundamental challenges and opportunities.

Thank you. My colleagues and I will be pleased to respond to your questions.
Chairman RIBIcont. Gentlemen, Mr. Strauss, I think one of your

outstanding characteristics is your ability to see the big picture.
I don't think this committee or the Finance Committee is interested
in organization for organization's sake. We perceive and have per-
ceived in our work, in the Finance Committee especially, the meaning
of trade. Many years ago I think I was the first one to coin the phrase
"ecopolitics" as something taking the place of geopolitics in the affairs
of nations.

Trade policy must have both thinkers and doers. It seems to me
that the proposal submitted to us doesn't come to grips with the
major trade issues and problems of the 1980's.

How does this bill respond to these issues that, as I see it, this
country is going to have to face in the 1980's, not today or tomorrow?

The problems of competitive export financing. You haven't handled
the Exinmbank to help there.

Risk insurance for foreign operations. You haven't taken into ac-
count the role of OPIC.

Seleotive retaliation against unfair trade practices.
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The application of antitrust laws to foreign operations.
The increasing importance of revenues from service industries,

banking, and industry to the balance of payments.
Expanding tourism as an American export and earner of foreign

currency.
Tax incentives for exports or companies which export.
The adjustment of trade relationships between capitalists, Euro-

pean Socialists, and Communist nonmarket economies.
A fundamental survey and analysis of the U.S. laws affecting inter-

national trade and investment, with a view toward establishing a
genuine program to support the expansion of American exports.

The expansion of trade with developing countries through bilateral,
multilateral, or UNCTAD negotiations which now absorb 38 percent.
of our industrial export.

The plan submitted to us doesn't establish one agency to manage or
develop such an overall trade policy. STR has part of the respon-
sibility, Commerce has a minor role to play, and the Trade Policy
Committee has a coordinating function. How is this proposal going
to avoid bureaucratic rivalry between STR, Commerce, and the
Trade Polioy Committee?

What bothers me is not being satisfied with what you have brought
in and potentially proposed. To that extent I think it does you more
than anybody else a disservice when the Government tries to con-
vert the results of your negotiations into future success.

For the past 16 years that I have been working in this field I have
found it exciting, stimulating, and interesting. And so has Senator
Roth and the members of this committee. And we would like to feel
somehow that we are really making a contribution, not just putti
into place an organization for organization's sake, and then look
back at the handiwork and not be proud of it.

I think all of us ought to have a sense of pride in what we try to
accomplish, just like you have in the success of the MTN. I throw
out to you that the problems worry me, and I think they worry you,
too. I don't see that you have addressed yourself to them. I don't
say you personally. Do you want to answer that?

Mr. STRAUss. That is such a good question and so pertinent, and
it ought to be the subject of a week seminar at Aspen or somewhere
where people can relax and talk about these things, but unfortunately
no one is doing that. That is why it is a good question right here and
now. That is one of the things we ought to be doing, because these
are the gut issues that affect this whole area and you articulate them
very quickly and very precisely Let me see if I can respond as best I
can.

In the first place, I think that we begin-in the first place, let me
say this. You really talk about several different things. You talked
about the top of the mountain, large, global, macro issues that this
Government, this committee indeed this Nation, is going to have to
grapple with over the next decade. And then you talked about also
some policy questions that need to be answered that really fall out of
the scope of what we talk about here as we direct ourselves to that, and
then it seems to me, Senator, that you talk about the things that
aren't pleasant but the kind of things that you have to deal with
every day.
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When you get away from the top of the mountain, large global issues
that we have to grapple with, there also is that dirty ditch sludgework,
and that is the detail of setting up some kind of structure.

So we have all of those things to deal with here in my judgment as
we have structured Commerce and STR. We structured a irde and
Commerce and STR that can give trade a top priority.

You talked about specific things like export financing. One of the
questions we have, for example, is what you do with Eximbank. It
happens Exim is working. It happens it has one of the few very real
happy constituencies in this whole field and while it was tempting to
fool with it, it didn't need anything. It really needs to be left alone.
All we did was put in here an ex officio member on its board to be sure
that there was proper coordination.

You talked about OPIC which is another important thing. OPIC
is taken care of through IDCA.

Chairman RIBJCOFF. When we had an IDCA reorganization, I
think we made it clear that we were unhappy. Really OPIC doesn't
belong in IDCA. If it belongs anywhere it belongs somewhere in here
because it is business and trade oriented. It isn't an aid program.

One of the problems we have to wrestle with when we almost lost
the reorganization on the floor of the Senate, was OPIC.

I just wanted to indicate I have always had in my mind if we had a
reorganiation here we would pull OPIC out of IDCA.

Mr. STrutUss. My personal position is that you will find no objec-
tion on that. Having been treated that way it seemed more appropriate
to leave it here at this time. You talked about antitrust. In my judg-
ment our antitrust laws need to be looked at, not necessarily here,
but this is the sort of thing I hope STR and the Secretary of Trade
and Commerce could-and this Is the sort of thing that members of
this committee, Senator Javits for one, has been talking "bout-under-
take a reexamination of these antitrust laws to see what we do with
trading committees in this country, small trading committees.

So our antitrust laws do need to be looked at. Our expanding tourism
problem, the very gut issue you mentioned, this is beyond trade reor-
ganization, but it is the sort of thing we are going to have to look at
and in the larger context, you talk about trade with developing coun-
tries. We think that with what we have done here, with the way we
set the implementation here, have we come to grips with the new
export policy that can be created here or a better, a more aggressive
one, with the President's new Export Policy Council, chaired by Mr.
Jones, chairman of General Electric who thinks he has got a small
workable committee with a few members of the Government involved
in it and representatives of the private sector. I think that is going
to help.

Overall we are talking about the trend toward the nationalistic
tendencies, if you will, that are coming more and more to bear and
becoming more involved in our whole trade series of problems.

So all in all I share those views of yours. In fact, I probably am more
sensitive even than you to these concerns. I have no disagreement with
a single word you said. I think you set the agenda. I think you have
aet the agenda in this field in your statement for the next 10 years.

thin we begin coming to grip withit in the MTN. We come
sad take the second stage here, and we move on.
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¢.' MCINTYRE. May I make a couple of comments, also, Mr.
Ch rman?

Caairman RIBICOFF. Certainly.
Mr. MCINTYRE. I think, as Ambassador Strauss has said, many of

the issues that you have raised are not issues that can be corrected by
structural changes. For example, the questions of financing, the ques-
tions of antitrust laws, these are fundamental policy issues that have
to be addressed in context.

Chairman RIBICOFF. If you will excuse me, Mr. McIntyre, this is
what bothers me, because if organization isn't policy, it is meaningless.
What I have been driving at is that if we have these serious policy
problems, then we must have an organizational setup that can address
and coordinate and work on these problems. Otherwise, we are all
really floating around aimlessly at sea. These are the basic issues that
affect every sei .ous student of international trade.

What concerns me is we haven't addressed ourselves to this on an
organizational basis.

Mr. MCINTYRE. I agree v ith your statement that organization is
policy. But we have a number of different types of policies here that
have some impact on trade or some element of trade.

We have tried to deal with the fundamental questions that I believe
your bill and Senator Roth's bill addresses, and that is to centralize
policy and negotiations in one place in the Government.

We have addressed the problem of the commercial attaches, moving
them from State to an agency that deals with domestic business and
has a domestic field structure throughout the United States, and now
will carry that forward into the international arena.

Chairman RIBICOFF. But excuse me. The problem is you have
taken the commercial attaches out of State just for some countries.
When it comes to the Third World, where there should be more work
and harder work to develop trade with the Third World, you leave
those at State.

Mr. MCINTYRE. That is an area, Mr. Chairman, that is certainly
negotiable with us. We had some reasons for taking them from the
major countries because there was a clearer line between the economic
analysis functions of the embassies in the larger, more developed
countries and the commercial attache function representing or work-
ing with industry.

Senator JAVITS. May I insect one word there?
Mr. McIntyre, how do you reconcile leaving the commercial

attach6s in the developing countries to State, but taking away from
State and turning over to the STR the very negotiations they are
supposed to structure, to wit: Commodity negotiations and North-
South negotiations?

Mr. MCINTYRE. I think what we are trying to do, there seems to
be virtually a large consensus to do, and that is to try to centralize
the policy and negotiating functions in one agency.

Senator JAVITs. But you take away the commercial attaches from
the very entity that you are now creating to do that.

Mr. STuRAUs. Senator, let me answer that if I can a little more
precisely. Not all of the developing countries are left out. The major
ones as I recall in this plan are brought under. You had to stop
somewhere. There is a limit to how much you can do in STR or in
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Commerce under this thing. It was felt that countries, larger develop-
ing countries, major ones are covered the same way the developed
countries are covered.

I think that is the answer to that. Yet, you probably had to draw
a line somewhere. A lot of these things are the key. I may be mis-
taken on that. But I don't think that I am.

Senator Ribicoff asked, I think, another key question. You talked
about export credit policy. I think that is a very key question and
yc u have to decide where you are going to go. There was a great deal
of conversation. I for one looked very seriously at bringing it under
the 'T'C where you could be maybe somewhat more aggressive, but
on the other hand you have budgetary restraints that this committee
and others are concerned about some felt maybe you are better off
in keeping this in the hands ol, the budgetary hands of Treasury,
OMB, and others.

We've got budgetary problems. So the argument can be made on
the other side. I made it. I am not so sure I was convinced that it is
good and when you balance them off, the trade outcomes, you came
down on that side.

Those are the answers I would give in answer to this question. I am
not prepared to swear by any of these things to be the pure litmus test
answer.

Chairman RIBzCOFF. I have a myriad of questions, but I want to
share the -ime with my colleagues. I will come back later.

Senator Roth?
Senator ROTH. I would like to expand in a sense on what the chair-

man has already touched. What concerns me is I don't see where this
reorganization really creates a single focal point for trade, both policy
and the implementation of that trade policy.

Mr. Ambassador, as I mentioned earlier, what I really want to see is
this country become the No. 1 trading nation and I think in order to
become the No. 1 trading nation we have to have a spokesman some-
where in Government, a Bob Strauss who can effectively push an
active trade policy.

Frankly, if I were President, I wouldn't know how to go to Bob
Strauss and say where can I put in this apparatus? Do I make you
Deputy Secretary of Commerce? Presumably it has much of the action.
Or do I try to put you on the Trade Policy Committee? In my judg-
ment a committee is no way of getting an active policy in this area.
We want one individual to be the focal point, the activist, the man or
woman who is going to change the trade policy of this country.

Let me point out what I am talking about. Trade today, world
trade roughly amounts to $1 trillion. Some of our economists tell me
that by 1990 that is going to be $4 trillion. In the last 15 years our
share of world trade has dropped from something like 18 to 12 percent.
That is partly expected because of the success of some of our other
policies m building strong allies to be very candid about it. But I
think we have to reverse that trend.

If we could have 15 percent of that $4 trillion by 1990, we would
provide an awful lot of new jobs, an awful lot of growth in this econ-
omy. For every $1 billion worth of trade it is estimated that we create
40 000 jobs for American workers.

The thing that bothers me and what you are talking about here
instead-I don't see this as any substitute or equivalent. If I were the
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Japanese, I would be laughing at this. I would say the United States
really is not that serious about trade.

I daresay that one of the real problems we are having in trade today
is that we are losing so many of our good people, not only you but a
number of others and it is only a matter of time before more are going
to go.

tWe are not creating an apparatus that is going to create, that
attracts tho Deople we need or the professional kind of a corps that we
need to implement MTN.

We did propose, as you know, in our legislation what was called an
International Trade and Investment Department. I want to miiake one
point very clear. At no time did we suggest creating a new bureaucracy.
The last thing I think our experience with the Department of Energy
has shown is that a large bureaucracy is not the answer. We want a
tight and lean agency that is going to do something.

I can appreciate a President not wanting to create a new department
or even a new Cabinet position. But why can't we build that around
the STR? He is a Cabinet member. We already have the agency, but
by putting so much of this into the Commerce, which no one considers
a strong department, and I say that in no disrespect for the Secretary
of Commerce. I think she is a very able and very fine lady. But I just
don't think that we are going to see that department actively protect
the U.S. needs in these coming years.

To me, when you talk about the codes, the nontariff codes, which
are a step forward, as I said I think in these hearings, earlier, Mr.
Chairman, whether or not they are going to prove successful I think
will depend very strongly on the people who are enforcing them. That
means we are going to have to have an apparatus that does something.

I guess I should be a witness instead of the questioner.
fr. STRAU88. I will be glad to swap with you. [Laughter.]

Senator ROTH. I just want to make one point, that our proposal
does not create a new bureaucracy. But for example, talks about con-
solidation, let's look at investment. There are a number of different
offices scattered around the Government relating to foreign invest-
ment. In the State Department we have an Office of Investment
Affairs, Treasury has an Office of International Investment, Commerce
has an Investment Policy Divis'on, an investment staff in the Bureau
of Economic Development and an Office of Foreign Investment in the
United States.

I would like to ask Mr. McIntyre, has OMB examined each of these
offices? Are there overlapping jurisdictions? Why shouldn't there be
some consolidation in this area?

Mr. MCINTYRE. We have suggested that the international invest-
ment functions of the Government be coordinated through a strength-
ened Trade Policy Committee. We agree that there needs to be more
direction given these activities and we would think that the proposal
that puts STR in the role as a Cabinet officer coordinating our policy
speaking for the Government on trade polioy is the best way to deal
with the issue.

Let me give you a couple of other examples. We are always going to
have other departments that have some legitimate interest m trade
functions. Even if you had a single department such as you suggest
there is no way you can take the State Department away from its
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international responsibilities. So obviously the way to get at this is to
have representation at the Executive Office of the President level to
deal with these broad crosscutting issues.

Senator ROTH. I regret that I just don't believe the creation of a
committee is the way to get an active policy. It just won't work. We
have tried it many times. We tried it in energy under Nixon and Ford.
They tried exactly the same approach and it was a major failure.

Mr. MCINTYRE. It worked very well with the multilateral trade
negotiations. Ambassador Strauss was chairman of the Trade Policy
Committee. They met. He can speak for himself on how effective it
was. But he was able to hammer out an agreement within the admin-
istration as chair of that committee that permitted our negotiators
to represent the Government effectively.

Senator ROTH. In all candor, I think the success has to be given to
the personal qualities of the Ambassador and not to the organizational
set up. One of my concerns is that today, in the case of MTN, you could
attract unusual people because of the importance of that position.
Today those negotiations are over, and we see all of the top people
fleeing STR to other challenges. What I am saying is we have got to
create some kind of an organization where we can attract the same
caliber of people and I don't believe that a committee is going to be-
there has to be some coordination, you are absolutely right, somewhere
along the line. You can't divide it so other departments don't have an
interest.

What I am trying to create is a lead agency with a gal or guy at the
top who can be the type of person who will have the ear of the Presi-
dent. One of the reasons I think Mr. Strauss has been successful is he
has had the ea of the President. No Deputy Secretary of Commerce
is going to have that ear. This is one of the real basic weaknesses I see
of the reorganization.

Mr. STRAUss. Senator Roth, I do think this: That I agree with what
has been said here, that a single focal point is not a panacea and I do
think that the STR here is getting considerable additional functions.
As a matter of fact, the job is larger. It is a .r o)re attractive job in
many respects for the next fellow to have than I have had.

Senator ROTH. Will you stay there, Mr. Ambassador?
Mr. STRAUSS. No; I am going to move on to the Middle East where

things are easier. [Laughter.l
But I do want to respond to a couple of ot-er things. With respect

to me, you made the argument that I made 2 years ago, and there
is an answer to that because you and I have talked so much that a lot
of the things you are saying, I must say you are stealing some of my
lines now.

Senator ROTH. I am always glad to learn.
Mr. STRAUSS. I am taking notes. If we looked at that, that is what I

wanted. You find something that is good, copy, steal it, copy it. But
agriculture would be ill-srved in our Government with that sort of
thing. They would be lost.

One of the concerns we have, one of the things that is carrying us
here is the most effective and efficient agricultural apparatus in the
world. As for more productive capacity in the world, we don't want to
lose that and lose our thrust there,

Japan doesn't have that kind of problem. They can have th9 in-
dustrial thrust because that is where they are.
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There is one more thing that I would say. With respect to those
commercial attach6s that you talked about, we will get bettor People
in those jobs. That is a job that is looked down on right now mI the
State Department. They are the fellows who haven't made successful
Foreign Service careers. These are going to be plums to be grabbed
right now as yoat: .. to attract good people, not the pits of the plum
and what they have been in the past. Really, the whole thing is
different.

There is some merit in everything you say. But in a lot of things
you say, we have wei' Ned those things andl you have weighed them
and this committee he; when you try to structure a plan. Maybe
people say Strauss is too much of a pragmatist, but I am telling you
that ? good deal of what we have talked about here, we cannot
structure in this country and have the support of agriculture, labor.
industry, and the Congress and pass it.

And I also say to you that the basic five or six priority items that
you set forth, you, Senator Roth, we have accomplished in this pro-
gram, in this plan. This isn't the end of the road. There will be con-
tinued building on it. But I think it is a plan that has tremendous merit.

One thing is that STR needs to stay in the Executive Office of the
President. That is what gives it the authority it has. It serves a good
function. The members of this committee want the STR to stay in
the Executive Office and be built on, in my judgment, and if it did all
. the things that you wanted it to (lo, frankly, they are all appealing

and people like to grab authority and grab power, but it would make it
fntirely too large and too unwieldy to be any kind of an effective opera-

tion, make the Executive Office too large and unwieldy. That is
another problem we came across.

Let's remember the STR is working in the Executive Office report-
ing to the President and reporting to the Congress. That was a well
thought through plan and let's don't take it out of the Executive
Office. That is all I am trying to say.

The 1974 Trade Act was no bum piece of legislation. You go back
and wish you had done this, that and the other. We followed that
carefully as we have moved along and it has been really, it has pro-
vided the benchmarks.

Senator ROTH. Mr. Chairman, I realize considerable time has
passed. I have further questions.

Chairman RIBICOFF. Senator Javits?
Senator JAVITS. Thank you, Mr. Chairman.
I would like to try a little bit to deal with the positive in this plan,

first, Mr. Chairman, with your permission I would like my statement
inserted in the record.

Chairman RIDICOFF. Without objection.
[The statement of Senator Javits follows:]

DEPARTMENT Or TRADE AND COYYMMERCE

I am pleased that the Governmental Affairs Committee is beginning hearings
this morning an various proposals to establish a Department of Trade and Com-
merce, and I would like to take this opportunity to commend Chairman Ribicolf
and Senetor Roth for the leadership that they have shown in this important area.

In my view, increased exports of our goods and services is crucial to our
economic well-being. I have watched in recent years with growing concern as
U.S. products have become less and less competitive overseas, while sales of
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foreign goods in this country have sharply increased. Last year, for example, our
trade deficit was approximately $30 billion, contributing to the loss of jobs,
inflation and the decline of the dollar. As a Senator and a member of the President's
Export Council, I hope to be able to focus attention on these and other mani-
fesations of this country's weak trade posture.

There are many reasons for this situation, of coune. But I believe that one
fundamental reason is that the private sector has not reteived the type of support
from agencies of the U.S. government-such as the Commerce and State De-
partmente-that foreign companies receive from their governments. And part
of the reason for this lack of support is that there is no one agency anywhere in the
government that views its primary mission as facilitating trade.

Thus, I am convinced that there is a need for reorganization to upgrade gov-
ernment interest and to bring together the disparate agencies now involved in
export decisions. This will not, of course, solve the problem by itself. What is
really necessary is increased awareness nationwide-including the highest levels
of government and industry-of the need to export. This reorganization is a
useful first step along that path.

As to the specifics of the proposed reorganization, I retain an open mind.
I must say, however, that at this point, there are several features of the Roth-
Ribicoff approach that I prefer over the administration's proposal.

Thus, for example, I would transfer OPIC to the new Department. I have taken
a close interest in that agency since its inception, and have always viewed its
functions as trade oriented rather than developmental. Like Senators Roth and
Ribicoff, I would also transfer all of our commercial attachsa to the new De-
partment rather than just those stationed in the major industrial countries.
These are people called upon to make business decisions; the State Department
is not the appropriate place for such decisions.

I think there are imnortant questions raised by the administration's decision
to keep the Office of Special Trade Representative as a separate entity, and to
establish a Trade Policy Committee and Trade Negotiating Committee linked
to STR. For example, I am not convinced of the wisdom of placing in separate
agencies the functions of policy and operations regarding the application of
antidumping and countervailing duties. I believe, however, that this arrangement
represents an improvement over current practice.

Also, for the first time STR and the Policy Committee will have a clear legal
mandate to provide central direction to our trade negotiations, including inter-
national investment and commodities. I further recognize that the Commerce
Department does not have a record in this area that would inspire confidence in
its ability to meet increased responsibilities, even if, as under these proposals,
Commerce were significantly reorganized.

Nevertheless, I am concerned about the practical effect cf dcviding up responsi-
bility in this manner. Under the administration's proposal, the new Department
will carry out the day to day operation of our trade laws, but major policy and
decisionmaking will go on in a different agency outside of the Department.
I am not convinced that this can work, at least without further clarification of the
exact role to be played by STR, the Trade Policy Committee, and the new
Department.

Senator JAVITS. I like what you have done about building up the
trade representative. He can be the fellow that Senator Roth is talk-
ing about, provided that we let the President know that we don't
intend to confirm anybody who isn't really from the major leagues.

I would hope, Mr. Chairman, that whatever we do about this we
make that crystal clear to the President, that this time he has got
to give us, as Senator Roth said, another Bob Strauss or we won't be
content.

The other thing that I think you have done which I like very much
is to take the commodity negotiations and the North-South dialog
out of the State Department. With all respect for the wonderful men
who have tr.ed it there, somehow or other it seems to be dead on its
feet.

I attended, along with Senator Ribicoff, a number of those meetings
of UNCTAD and so on. We have seen it actually happen.
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The third thing which I think is also sound is this transfer of com-
mercial attaches. I must say I am a little uncertain about what that
means, Mr. McIntyre. You speak of our principal trading partners
and as I read it originally, it related to the principal industrial
countries.

Mr. Strauss has answered my question, indicating that it must be
our principal trading partners because he said it includes some de-
veloping countries, or what we call the so-called middle level coun-
tries which are now being passed over. Which is it?

Mr. MCINTYRE. It is the latter, Senator Javits. Actually there are
about 30 countries.

Senator JAVITS. Thirty?
Mr. MCINTYRE. Yes.
Senator JAvITs. Can you give us a list?
Mr. MCINTYRE. Yes. I will be glad to supply a list for the record.'
Senator JAVITS. They include the Brazils, the Mexicos, the Koreas?
Mr. McINTYRE. That is correct.
Senator JAVITS. It will include those 10 countries that are passing

over.
Mr. MCINTYRE. That is correct.
Mr. STRAUss. That is correct.
Senator JAVITS. That is good.
Mr. MCINTYRE. There are at least 30 countries and over 100 people

that we are talking about.
Senator JAVITs. I think that is all for the good.
There are weaknesses, I think, and Senator Ribicoff has already

pointed out one. I am unhappy that you have neither the OPIC nor
the IDCA, if you want to let that lay for a moment, you ought to
have IDCA represented at a much higher level than they are. I notice
they are not even on the trade policy-

Mr. STRaUS. I think it is on the Trade Policy Committee. I could
be wrong.

Mr. MCINTYRE. Senator Javits, it was not included in the fact
sheet because it does not yet formally exist. IDCA will be represented
on the Trade Policy Committee.

Senator JAVITs. That is in addition, too.
Mr. STRAUSS. International investment would be a function also of

the Trade Policy Committee. So it would be covered there. But the
point is well made.

Senator JAVITS. IDCA will be on the Trade Policy?
Mr. MCINTYRE. Yes, sir.
Senator JAVITS. The other thing that I think is important, and I

think that is a good one, I am glad that you are taking care of that,
I don't think you adequately recognize the position of labor. Labor
is a member of the Trade Policy Committee, one of the few. I noticed
one reference in your 'statement to labor. It occurs where you speak
of trade policy coordination.

I think you refer to the fact that labor is there, but I don't think
that the position of labor is adequately tied in for this reason: Labor's
position--I for a long time was ranking member of the Human Re-
sources Committee- labor's position will determine in my judgment
whether you cen or cannot have an open trading system or whether

? a" p. 87.
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you go protectionist. It is argued that the outlook of labor is limited
and that there are more workers in the export trade, Senator Roth has
already emphasized that point-than are hurt by imports.

But that is not true of the labor policy of the country in terms of the
major organized labor federation, the AFL-CIO, which is very heavily
protectionist today, except for a couple of its constituent unions and
it is the constant oppositional factor in our trade policy.

I believe that you ought to think through more carefully how to
give labor a big enough voice to help make the policy, and because it
helps to make the policy, I think it is very likely to be much more
realistic than it is today.

Mr. STRAUSS. Senator, that is so important. May I answer that
right now at this stage because it needs to be directed and I don't
think we have properly done that.

Let me begin by saying because of the very thing that you talk
about we work exceedingly closely with labor and the Department of
Labor and with labor itself. That is the reason why although labor has
traditionally resisted legislation like the MTN, we had the biggest
part of labor, independent unions, a great many of them supported
us arni labor itself, AFL-CIO, trying to take the position of opposition
which everyone assumed they would do, to oppose the MTN. We
worked carefully with them. Labor is not on the Trade Negotiating
Committee because labor doesn't do any negotiating. It doesn't par-
ticularly care to be on there.

The reason that the countervail dumping was moved to Commerce
instead of STR, one of the main reasons was that the total labor
community wanted it, out of STR and wanted it in Commerce, taking
their concerns into c( :deration.

Howard Samuel, in ,. J Department of Labor, has worked extremely
closely with us thro.ugh this whole process. He, more than any other
person, I think, is responsible for interpreting for labor what we were
doing and where it would work and in the advisory groups labor has
additional considerable input.

Paul Hall, and others, participated fully in the past and will in the
future. So through the advisory groups, through the Trade Policy
Committee, through the dialog that goes on with them, I think labor
has been fully involved in this. I think they will be the first to tell you
so.

If labor had not preferred Commerce, I suspect countervailing
dumping would have ended up in STR.

So I hope that addresses that question, because without labor
involved in this, obviously one leg of the three-legged stool is missing.

Senator JAVITS. Mr. Strauss, it addresses itself to it. It doesn't
answer it. Let me tell you why. Because while it is true, knowing you
as well as I do, I am sure you touched all the bases very effectively,
including labor, but I don't think as a person who has lived with this
for a long time that labor is intelligently implemented into the total
organizational process.

Mr. STRAUSS. How would you suggest it, Senator?
Senator JAVITS. That is a very good question and I can't answer

it this minute, but I will undertake to. I will undertake, if the Chair
would allow me, to come up with an answer as to how do you get labor
so sufficiently tied into the process that it will not only seek benefits,

50-490 0 - 79 - 3
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but take responsibility. I will come up with my answer and you people
can think about it, too.

Mr. STRAU88. There is one thing that labor could do. I have told
them to do it and I hope you will join with me. They could strengthen
their own analytical capacity and judge where their participation
ought to be and how it could be supportive. I think that would be a
big thing that the labor movement could do. They don't need me to
advise them. They seem to be getting along pretty well. But that is one
thing that could be done and I am very serious when I say to you that
we looked at all of this.

Mr. McIntyre looked at it, I looked at it, and I didn't ask the
question as you know of being impertinent, I asked it because I don't
know the answer to what more we can do. But anything you can
suggest, let's look at it.

Chairman RIBICO'F. Senator Javits, my suggestion would be this.
We will have these hearings this week and we will get a pretty good
consensus of how the country is thinking alout this proposal. It would
be my suggestion that during the August recess the respective staffs
of those members who will have a deep interest in the subject work very
closely together with OMB, Ambassador Strauss' staff, to see if when
we return we can't have this ironed out and something definitely in
place.

I certainly would look to you to have an input into not only that,
but especially this particular issue that you have raised.

Senator JAVITS. rhe last thing, Ambassador Strauss, that I want to
discuss, is the utilization of the U.S. private investment capital. That
is a very big item.

Mr. Chairman, again, I will study this carefully and do my best to
come up with a pragmatic suggestion, but that is really a hard nut
that has got to be solved because I am convinced that unless the
markets of the Unitedl States and other trading agencies are extended
and we stop taking in each others wash, this world is in for a much
rougher economic anti monetary period than is even now contemplated.

Mr. STRAUSS. I share that concern. Let me say with respect to
myself, Senator Ribicoft, members of the committee, that my sensi-
tivity to this as most of you know is much the same as your own. I
have been having to deal with it exclusively, so in most cases it is even
more. For example, my- two trips to the Middle East I ha-re made so
far, the two of what I suspect will probably be 42 before I get through,
each trip I have taken along from 8 to 12 people from the private
sector dealing with trade issues and economic issues in Egypt, Israel,
and, indeed, the whole Middle East because again I know that is the
answer. That is the big part of what we will build on out there. So I
am extremely sensitive and the member; of our staff are.

I would like the record to reflect that I don't think there is a single
individual in this Nation who understands this whole area Any better
than Richard Heimlich here, who is assistant STR who will be all sum-
mer working for these people. I am volunteering him right now. I will
be away on vaction, of course. [Laughter.)

Mr. STRAUSS. And we will work exceedingl]: carefully with you and
I know I speak also for Director McIntyre.

Senator JAVITS. It is a pretty tough time to not get a vacation.
Mr. STRAUSS. It is a good time to take one. [Laughter.)
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Chairman RIBICOFF. If I could follow up further, the questions of
private or governmental credit become very, very important because
we are at a competitive disadvantage with most of our major trading
partners. They see to it that favorable credit terms are advanced to
their exporters to help them, whether it is in research and development,
or favorable terms for investment, or in trade. We have nothing com-
parable. That is why my concern for the role of the Eximbank, OPIC,
or any other agency along the line suggested by Senator Javits. These
are some of the factors we are going to have to take into account.

Senator Durenberger.
Senator DURENBERGOE. Thank you, Mr. Chairman.
I will be very brief. I am a babe in the woods of the experts on this

subject. I have a deep interest, so I will get my staff person to spend
August dealing with the subject. I did take one of those trips with
Ambassador Strauss, thinking I would get up to speed with all the
rest of you, learned a great deal about a lot of other things from Ambas-
sador Strauss, but I am not at your speed yet. But I find myself very
much in sympathy with the administration's proposal. I think as you
know I introduced the Jones-F-enzel bill here and find it and the
administration's proposal almost identical.

So you understand where I am coming from, Mr. Chairman, the
essence of it is toward the end of Mr. Mclntyre's presentation in which
he talks about clearly delineating the policymaking in the operational
issues.

My strong feeling, an(l I think it is clarified in part by the events of
the last week or so, is that the executive branch of this Government has
gotten itself to the point where it is very difficult to distinguish between
the policy recommending role and its role of implementing policy as
adopted by the Congress.

I find a great deaf of merit in this basic proposal, which puts STR
or keeps STR in the Office of the President, clearly tries to delineate
the policymaking, coordinating functions from the operation. So I am
very supportive of most of w'"at is in here.

I might ask just one question as it relates to the policy function
and that is with regard to the role of the Secretary of Commerce and
Trade in the Export-Import Bank in the process.

I think the Jones-Frenzel bill talks in terms of the Secretary being
chairman of those two agencies while you have a different setup in
this proposal as it relates to the policymaking function. I wish you
would explain why you have chosen this particular report.

Mr. STRAUSS. The Eximbank is working well as it is now. The
constituency that uses the Eximbank didn't want it in the shape
where it would have the Secretary of Commerce, Trade and Com-
merce as its chairman. The chairmanship would then be a token
chairmanship and be nothing because this is a full-time hard job and
it requires someone as chairman who is in fact a chairman, a chair-
person to be correct these days, and the constituency just didn't
want it and I didn't frankly see any reason for it because I thought
it was a token chairmanship.

In this way we have an active, very aggressive chairman. I hope
we will keep the same type. By the way, John Moore, to whom I
refer as the present chairman, is exceedingly well regarded in this
Wttal constituency out there.
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Mr. MCINTYRE. Senator, we did look at the possibility of making
the Secretary of Trade and Commerce Chair of the Eximbank. Woe
rejected that idea for the reasons that Ambassador Strauss has just
stated. We feel that as an ex officio member of the board, the Secre-
tary of Trade and Commerce will play a key role and can adequately
communicate trade policy to the board and also provide communica-
tion the other way, back to the other trade functions in the executive
branch.

Mr. STRAUSS. It was in the plan, as a matter of fact, for about 24
hours and taken out.

Senator JAVTTS. Thank you very much.
Chairman RIBICOFF. I have many questions but I think that there

is no sense of asking them. because if has become very obvious that
it isn't the details of your proposal, but the question about what is
good or bad about the proposal. I think what this session has done
is make us realize the philosophical base upon which we must act
and thbl" is the value of today's session, not whether your proposal is
gooe ,i ; ?l, or our proposal is good or bad. I think we understand
one , n',Se I as a result of this. I am looking forward to very productive
heq nngs co we can move very rapidly in September on something

ir iirrl 1i that you could recognize that is good, and that we could
rn ,o.lis as good. I think we will be able to to that. Are there any
otizr questions of this panel?

Senator JArITS. I would like to join the Chair in thanking the wit-
nesses, Mr. Chairman, for the very searching effort along the very
lines that we all have in mind. I believe we can come to a conclusion.
I think, Mr. Chairman, in the present state of the country, if when
the executive department and the Congress can agree upon some major
issue, we can be grateful.

Chairman RIBICOFF. As Senator Javits knows, I think the great
pride I take in t;Es committee is its uniform ability to work together
irrespective of party or irrespective of what side of the table we sit.
With various administratiois we have been able to work out these
problems. So usually, we come out with unanimous reports and are
able to win our positions on the floor of the U.S. Senate. Every once
in a while we do not. There are not many. And I am hoping we can
work out a constructive solution on this issue before the year is up.

Mr. SRAUSS. Senator, may I make a final statement to you and
members of the committee on behalf of the President and Jim McIn-
tyre and myself?

This really has been a good session this morning. And we needed
to have a good session today. There are so many simplistic ideas afoot
in this country, so many solutions that sound so good, just closing
the doors, turning the demagogues out or get rid of the rascals, but
this is so terribly important and it is so complex as you have said.

We needed to have this very, very responsible dialogue we have had
here today. I think this is another good step along the road to the
problems we are going to come to gris with.

I can't tell you how pleased I am. Thank you so much.
Senator ROTH. Mr. Chairman, I have a number of detailed ques-

tions I would like to know about. Rather than take the time today,
if we could submit them to you and you answer them in writing.
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Chairman RxBICOFF. Without objection, any member who has somequetions-I have many, too--will be able to submit them in writing
and they will be answered.

[Answers to written questions follow:]
Question 1. How will the responsibilities of the newly established InternationalDevelopment Cooperation Agency in the area of trade and commodities be affec led

by the proposed reorganization?Answer. IDCA will not be affected directly by the reorganization of trade func-tions; however, IDCA will become a member of the Trade Policy Committee andhence participate in its deliberations on trade and commodity issues.Question S. How many staff positions would be transferred by the Administrations'
reorganization proposal. Would you please submit for the record a list of eachfunction to be transferred and the number of positions that will be transferred
along with such functions?

Answer. Transfers to TAC (estimated) from Treasury:Thirteen positions from the Office of Tariff Affairs for countervailing duties
and antidumping cases.An undetermined number from the Office of Foreign Assets Control for the
embargo function.Two hundred and six from the Customs investigative unit for countervailing
duties and antidumping (this includes the 130 additional positions recently re-quested from Congress to handle the growth in the countervailing aad dumpingcaseload).

From State: at least 100 commercial officers to be reassigned to TAC (actual
number not yet set); plus affiliated local employees (several hur.ired).From ITC: No more than 25 transferred for Section 337 cases (actual number
not yet set).Some of the 55 working on tariff nomenclature and statistics (actual number
not yet set).

Transfers to USTR (estimated) from State:Five from the Office of International Commodities.
Four from the Office of East-West Trade.
One from the Office of Fuels and Energy.
One from the Office of Investment Affairs.
Five from the GATT mission.From Treasury: One from the Office of East-West Economic Policy.Qutwion 3. In addition to negotiations in sercified areas, you say that the U.S.Trade Representative would also be responsible for "all other trade negotiations."Does that include bilateral beef agreements? Civil aviation agreements? Negotia-tions in UNCTAD with respect to the Common Fund? Other UNCTAD negotia-tions? What agency would be responsible for the so-called "North-South"

negotiations?Answer. Negotiation of bilateral beef agreements will be assigned by the newTrade Negotiations Committee, which includes both Agriculture and State, the
ne otiators of these agreements in the past.Civil aviation, maritime affairs, and telecommunications will not be negotiatedby the U.S. Trade Representative as these are more transportation and com-
munications activities than trade activities.The "North/South" or "UNCTAD" dialogue comprises discussion of a widevariety of economic issues whose collective effect is extremely important in ourforeign policy relations with the developing countries. It is this foreign policyaspect that has prompted our participation in a dialogue. Sometimes these issuesare examined collectively as in the CIEC in Paris or the UNCTAD in Manila andsometimes they are considered separately, e.g., an UNCTAD commodity negotia-tions. Some of the issues are primarily trade questions, e.g., LDC reaction to theGATT negotiations or the U.S. position for negotiation and sometimes their focusis little related to trade, e.g., LDC suggestions in the international monetary area
or their efforts to promote increased bilateral aid.Coordii 'on of each of these specific issues will vary, with the State Depart-ment contliming to manage the varying forms of coordination for conferences thatinvolve a whole range of LDC Interests and with USTR taking the lead on tradeissues. Development assistance. technology transfer, behavior of multinational
corporations and financial transactions-all relating to LDCs-will not come underthe purview of the Trade Representative. U.S. decisions on issues that are pri-
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marily trade-oriented will be coordinated through him and that includes our
positions for commodity negotiations, whether the latter are in the UNCTAD or
outside it. Though the Common Fund is to be created in support of commodity
agreements, it is essentially a financial institution much the same as the Inter-
national Monetary Fund is a financial institution, one of whose main purposes is
to help countries manage balance of payments so that they can maintain an open
trading system. However, when and if commodity agreements are negotiated
under the Common Fund umbrella, USTR of course will have lead responsibility
for such negotiations.

Querison . Your proposal would assign to the U.S. Trade Representative "re-
sponsililty" for commodity for commodity negotiations, East-West trade, all negotiations related
to MTN (including representation to the GATT), and "all other trade negotian
tions." Does this mean that the U.S. Trade Representative would be the lead
agency for all of these negotiations in the sense that an official of U.S. Trade
Representative would be the chief of the delegations to all these negotiations?

Do you envision a permanent U.S. Trade Representative delegation in Geneva
to represent the United States before the GATT?

Answer. The Office of the U.S. Trade Representative will be the lead agency
for the negotiations listed. That does not mean however, that officials from that
Office-which will remain a small unit in the ]3xecutive Office of the President-
will necessarily lead every delegation. In all probability the Department of State
will continue to handle many negotiations on commodites and East-West trade,
but now with oversight by the U.S. Trade Representative and policy guidance
from the Trade Policy Committee. Officials from the Office of the tU.S. Trade
Representative will lead our delegations to GATT. Since the GATT will be the
principal international forum for implementation and interpreting the results of
the Tokyo Round the Trade Representative will be very active there. And, since
GATT meetings, ncluding committee and working group meetings, occur almost
continuously, the Trade Represeatative will have officials in Geneva permanently
to represent the United States to the GATT.

Question 6. You propose to add to the existing responsibilities of the inter-
agency Trade Policy Committee. The Trade Policy Committee would be responsi-
ble for import remedy policy including "anti-dumping and countervailing duties
to the extent legally permitted." What exactly does this mean?

Who will negotiate agreements with a foreign country or exporter to eliminate
the effect of dumping or subsidies? The Department of Trade and Commerce?
The U.S. Trade Representative?

Answer. The Department of Trade and Commerce will be the administering
authority for countervailing and antidumping duty cases, and will have the
statutory authorities and duties most recently revised in the Trade Agreements
Ao. of 1979. The Trade Policy Committee, through the new Trade Negotiating
Committee, will coordinate CVD and antidumping negotiations, but TAC will
have the final legal say and cannot be reversed by USTR or the TPC. In view
of its final legal authority, TAC will lead delegations in such cases; USTR prt-
Bumably also will participate. The TPC will advise on the interpretation of the
international untervailing and antidumping codes. This can be particularly
important du, .g the first months that these codes, and the U.S. implementing
act, are in effect. Precedents will be set that may govern these codes for years to
come.

Question 6. You propose to create a Trade Negotiating Committee within
the Trade Policy Committee. Why have a special subgroup?

How would the role of the Trade Negotiating Committee differ from the role
the Trade Policy Committee now plays in establishing policy for trade negotia-
tions?

You propose to put the U.S. Trade Representative, State, Treasury, Agri-
culture, and the Department of Trade and Commerce on the Trade Negotiations
Committee. Would you also include the Department of Energy and the Depart-
ment of Labor?

Answer. The Trade Negotiating Committee is being created to ensure that all
negotiations are handled, consistently and that our negotiating leverage is used to
the maximum extent feasible.

The TNC would be involved in a more detailed way with the substance, tactics,
and trade-offs in the negotiations of particular issues. The TPC would continue
to develop basic U.S. trade policy and objectives for trade negotiations.

The TNC would include only these agencies involved directly in negotiations,
whereas the TPC includes all agencies affected by trade policy. We do not propose
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at present to include Energy and Labor on the TNC. This is because they generally
are not involved in trade negotiations. Agencies chiefly involved in such negotia-
tion are and will continue to be USTR, TAC, State, Treasury and Agriculture
who, accordingly, will constitute the TNC.

Question 7a. You propose to put energy trade issues under the Trade Policy
Committee. However, you do not add the Department of Energy to the Trade
Policy Committee. Why not?

Answer. In order to provide the greatest airing of energy trade issues, we will
recommend to the President that the Energy Department participate in the
TPC committee structure whenever energy issues are under consideration.

Question 7b. While you put East-West trade policy under the Trade Policy
Committee, it is not clear whether this includes policy with respect to the
Export Administration Act. Will this be included?

Answer. Export controls, as prescribed in the Export Administration Act, are
administered by the Department of Commerce, with interagency involvement of
the Departments of State and Defense and occasional assistance from other
departments. A recent policy review of the control procedures, conducted at the
direction of the President has recommended changes in the procedures, changes
to speed up the process. We believe the present system should implement these
changes and improve its operations. Accordingly, and bearing in mind the over-
riding importance of the national security aspects of strategic trade controls,
we are not including export controls under trade policy committees at this time.

In a July 20 letter to Senator Stevenson and a July 23 letter ho Congressman
Bingham, the Department of Commerce informed the Congress "that the Ad-
ministration is opposed to any amendment which would alter the existing array
of responsibilities within the Executive Branch with respect to the administra-
tion of export controls .... "

Question 7c. What do you mean by "international investment policy?"
Answer. "International investment policy" will include four general sets of

issues relating to: (1) foreign investment in the United States; (2) investment by
Americans abroad; (3) the operations of multinational enterprises and related
subjects, such as technology transfer; and (4) multilateral agreements on inter-
national investment. U.S. policy concerning international investment will come
within the province of the Trade Policy Committee.

Question 74. Who will staff the Trade Policy Committee?
Answer. USTR wil! continue to staff the TPC.
Question 8a. The new Department (TAC) and the Department of Agriculture

would have responsibility for MTN "implementation support." What precisely
does this meanT

Answer. Agriculture and TAC will:
Develop basic information on foreign laws, regulations and procedures affected

by MTN agreements.
Monitor foreign compliance.
Educate U.S. agricultural and business interests to the provisions of the agree-

ments and processes for dealing with problems that arise.
Assist U.S. exporters in qualifying for foreign government procurement oppor-

tunities, identifying problems, securing certification, etc.
Perform staffing for formal complaints.
Consult with private sector groups.
Question 8b. How would the TAC and Agriculture MTN implementation support

functions relate to the responsibilities of the U.S. Trade Representative for MTN
implementation? For example, who would determine whether to initiate a section
30 caset

Answer. USTR would establish and operate domestic decisionmaking processes
for domestic and foreign complaints under the codes and for overall coordination
of code implementation and renegotiations. It would also represent the U.S. in
consultations regarding the negotiation of additional trade agreements under the
OATT and extensions of country coverage of existing codes.

USTR, in consultation with the TPC, would determine whether to initiate sec-
tion 301 cases and would decide such cases; TAC and Agriculture would do the
staff work (as is now the case). Other involved agencies would continue to provide
advice through the Trade Policy Committee.

Question 9. Would both the Office of Tariff Affairs in the Main Treasury and
the technical branch of the Customs Service move to the new Department?

How would the new Department coordinate with the Customs Service?
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Answer. The answer to the first part of your question is yes. With respect to
the second part: because virtually all Customs activities relating to antidumping
and countervailing duties will be transferred to TAC, coordination problems
should be minimal. Customs will continue to perform certain monitoring functions
(such as checking whether a particular shipment is subject to outstanding dumping
orders) but the work of duty assessment and collection will be all located in
TAC. TAC will coordinate with Customs similar to the way 40 other agencies
now coordinate with Customs for a variety of Customs services (e.g. drug traffic
interdiction for the Drug Enforcement Administration animal and plant quaran-
tine for USDA- and statistics for Commerce's Census Bureau).

Question 10. The statement by Mr. McIntyre recognizes that the trade prob-
lems of the U.S. result from a number of different factors, including low produc-
tivity growth and inefficient and outmoded facilities. What role do you think the
new Trade and Commerce Department could play in promoting greater U.S.
productivity and innovation?

Answer. There a number of ways in which TAC could play a role in promoting
greater Innovation and productivity growth. The TAC's science and technology
programs can provide the research and technology transfer support needed to
spur industrial innovation. The Economic Development Administration, par-
ticularly through an enhanced business loan program, can provide the financial
support to stimulate plant modernization and increased productivity. The
Department's sectoral analysis capability can investigate how economic and
institutional problems deter innovation and productivity gains in individual
industries. Through existing and with the commercial officer corps, enhanced
information programs, the Department can assess and forecast industry-specific
technology developments in foreign countries. The Departmeut's field office
system can provide a vehicle for disseminating information on new methods
and new technology. Other ways in which TAC-and other agencies-can con-
tribute to productivity and innovation will be discussed in an interagency task
force study on innovation. This study, led by Commerce, is in its final stages, with
a report expected to be available this fall

Quesion 11. Why do you think that in the past the Agriculture Department's
sector analysis and export promotion efforts have been more successful than
similar efforts by the Commerce Department?

Precisely how do you intend to revitalize and upgrade the sectoral analysis
and export promotion efforts now conducted by the Commerce Department?

Answer. The notable success of the Agriculture Department's sectoral analysis
and export promotion efforts have been aided by several factors:
Export promotion

First, the U.S. is basically a very efficient producer of foodstuffs.
U.S. Agriculture produces far more than the domestic market can absorb, and

other countries need our output to feed their peoples. Everyone realizes our farm
produce must be exported and there is no division of objectives about this.

Since farm products are fungible, the government can assist in export efforts
without the problems that arise on the industrial side when aid to one manu-
facturer in making sales may be perceived as injuring a competitor.

As for attaches, the FAS is directly under the Department of Agriculture.
Agricultural attaches are selected, trained and judged for their performance in
farm exports work.

Differences between the agricultural and industrial markets will prevent full
adoption of all the techniques that have worked so well for agriculture. However,
much can be learned from the successful agricultural export assistance mechanism.
Sedoral onalyesi

First, sectoral analysis in Agriculture is clearly linked with policy.
There is also a high ratio of analysts to number of commodities.
The analysts have a high level of academic training.
The present reorganization proposal calls for two shifts that should allow a

major improvement:
First, restructuring the Commerce Department into a Department of Trade

and Commerce is designed to focus top level departmental attention to the issues
of trade in general, and to increasing exports in particular.

Second, shifting commercial officers to TAC should assist in the development
of a specialized corps similar to FAS with a primary purpose of aiding U.S.
nonagricultural exports. Housing the officers in the same department with the
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Commerce field offices should improve greatly the flow of information between
foreign markets and domestic manufacturers.

These two moves should provide a major organizational improvement in our
government trade-re'sated structure. However, as the question indicates, a num-
ber of changes are required in the performance oi functions, and use of resources
now in commerce. This need is recognized and is being addressed. An examination
is underway of present performance within Commerce, so that full advantage
will be taken of strengthened structure we have proposed. This internal plan has
not yet been completed, but it will address the need for strong direction of the
Department's analytic (.apability to ensure that resources are devoted to the
most pressing problems and that the analytic capabilities of the Department are
up to the job.

Question 11. You propose to transfer to the Department of Trade and Com-
merce "the commercial representation functions with regard to our major trading
partner countries."

Would you please list the countries which you would include under this phrase?
Will the commercial attaches to these countries be employees of the Department

of Trade and Commerce?
Answer. We have not yet decided the precise countries that would be included,

though we will have that information by the time we submit a definitive proposal.
However, we anticipate that the transfer will include those markets that are
currently or that promise in the near future to present the major destinations
of our non-agricultural exports. We anticipate that the list of countries will include
a heavy selection from members of the OECD. Also included will be countries
from all of the major regions of the world e.g., the large Latin American countries,
the Pacific Basin and some countries in Africa and the Middle East. The final list
probably will include all countries on the attached page.

The commercial attaches to these countries will be employees of the Depart-
ment of Trade and Commerce, with provision for detailing some commercial
attaches from the State Department to TAC from time to time. This will enable
TAC to retain State's attaches during the transition period, benefit from the
experience of some of State's attaches for a longer term, and provide for an inter-
change with State's Foreign Service Officers doing commercial work in countries
other than our major trading partners.

THIRTY MAJOR TRADING PARTNERs

OECD: Africa:
Australia Nigeria
Belgium Middle East:
Canada Egypt
Federal Republic of Germany Israel
France Saudi Arabia
Italy Asia:
Japan China
Netherlands Hong Kong
Sweden India
Switzerland Indonesia
United Kingdom Philippines

Latin America: Singapore
Argentina South Korea
Brazil Taiwan t
Colombia Other:
Mexico Spain
Venesuela U.S.S.R.
1Commerelal oliers will be employees of the American Institute of Taiwan.

Question s1. You propose to move enforcement of "embargoes," and national
security trade investigations to the new Department.

What precise authorities to impose "embargoes" would be transferred?
Does national securit/ trade investigations mean section 232 of the Trade

Expansion Act of 19862
Answer. The authority for trade embargoes is in section 5(b) of the Trading

with the Enemy Act (50 App. U.S.C. 5(b):. This is the authority for the trade
embargoes now in effect with Cuba, North Korea, Vietnam and Cambodia. For
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Imposdn any new embargoe, the authority would be the International Emer-
gency Economic Powers Act (50 App. U.8.C. 1701-06).

Section 23 of the Trade Expansion Act of 1962 (19 Uf.8.C. 1862) is the authority
for national security trade investigations to be transferred.

Chairman RIICOFrr. Gentlemen, I know you have got much to do.
Thank you very much.

The committee will be in order.
Senator Stevenson?
Thank you for coming here. I know how deeply involved and in-

terested you have been mn this entire subject and of your expertness
in this field. We appreciate your coming here today.

TETIMONY OF HON. ADLAI L STEVENSON II, A U.S. SENATOR
FROX THE STATE OF ntlNWOIS

Senator STrvENSBON. I thank you, sir, for those comments and for
this opportunity. Certainly no one in our Government has been more
deeply involved than you. I would like to begin by commending you
for all of yur efforts. If ;t were not for those efforts, and the efforts
which Senator Roth and *Senator Javits have joined in, we would not be
as far along as we are today.

Mr. Chairman, my purpose here today is to testify in support of
S. 1493. By consolidating trade functions in a single new department,
this bill elevates international trade and investment policy to a status
reflecting their crucial importance to our economic well-be;ng in a
highly competitive, highly interdependent world. Mr. Chairman, may
I have my full statement entered into the record?

Chairman RIxrcoFF. Without objection, the entire statement will
go into the record as if read, at the conclusion of your testimony.

Senator STEVENsoN. Thank you, sir. I will try to summarize. In
the trade functions it incorporates, S. 1493 is similar to S. 377. How-
ever, S. 1493 goes one step further, to unite those trade functions with
the responsibilities for industrial policy and technology now in the
Department of Commerce.

The Department of Commerce has evolved over the years into a kind
of bureaucratic orphanage for stray programs ranging from weather
modification to fire prevention. But with concomitant reform of the
Commerce Department's programs relating to industry and tech-
nology-a process already begun in the Legislative and executive
branches-this bill would create an institutional framework in which
technological innovation, industrial competitiveness, and export
growth, all related, can all be promoted effectively.

It would create a new department-not another department. And
the new department would comprehend the related functions of trade,
investment, and industrial innovation.

The United States alone among the major industrial countries has
no single Government agency with the authority and responsibility to
advance its competitiveness in the world marketplace. Yet interna-
tional trade and investment flows already mean one-third of a trillion
dollars for the country annually. Other nations, more dependent upon
maximizing their share of international commerce, have long orga-
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nized for successful and aggressive competition in the world. In the
United States we have been slow to recognize the importance of over-
seas markets and laggard about competing. In the fast-growing trade
with developing countries, for example, the Japanese over the past
two decades have more than doubled their market share in the export
of manufactures (from 12.6 percent to 26.1 percent), while the U.S.
share has declined. We cling to a quaint notion that Government
policy has no role in promoting industrial well-being or trade expansion.

We persist in casting Government and business as adversaries,
while foreign competitors find an integrated approach to industry,
trade, and investment the key to economic success.

Today there is scarcely an industrial sector in the United States
which does not face vigorous competition from abroad. In three
decades, the Japanese and Europeans have recovered from World
War II to challenge our dominance even in those industries where
we had no peers--electronics, communications, and aviation. A com-
pany which cannot compete abroad soon finds it cannot compete at
home. We are losing markets at home, too.

If, as I see it, trade requires competitiveness, it makes little sense
to divide trade policy from the responsibilities for the health of
American industry.

Technology is the basis of our ability to compete abroad and at
home. Technology-intensive products, measured by R. & D. input,
still account for approximately 40 percent of U.S. exports. By con-
trast, R. & D.-intensive exports comprise only 28 percent of the total
exports of Germany, Japan, France, and the United Kingdom. But
these nations are catching up-and a generation of advanced LDC's
is just behind them.

Already foreign technology is making large inroads in the United
States. This year Japan bnngs on a fourth generation of computers
and that is the highest of the high technologies. The competitiveness
of the United States in the world is tied to support for technological
innovation-and that goes for its competitiveness at home, too.

Superior products do not market themselves in the world. Successful
competition in the world also depends upon financing, marketing, and
servicing. U.S. institutions like Exim and OPIC lack the resources,
clout, and policy backup to organize export "packages" as attractive
as those now proffered by foreign competitors.

The trade promotion unit of the Commerce Department has been
unable to exploit fully the on-the-spot services of commercial attaches
who are State Department officers with only minimal career experience
and commitment to trade.

Exports remain the province of major corporations in part because
information about market opportunities an(l direct assistance with
languages and customs are not aggressively extended to small- and
medium-sized firms, which constitute a virtually untapped pool of
export potential.

A central U.S. Government department responsible for export
expansion, industrial growth, and maintenance of our innovative
advantage is needed to provide the mix of expertise, commitment, and
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authority with which to formulate and implement policies that enhance
U.S. competitiveness. This bill creates the Department of Commerce,
Trade, and Technology.

Inconsistencies and impediments in the treatment of U.S. industrial
and agricultural exports have been, in some instances, crippling. U.S.
exporters face a web of controls-antitrust, antibribery, human rights,
environmental review-and other restrictions which their counterparts
abroad do not.

Nowhere is there an agency with the authority and the mandate
to promote U.S. competitiveness. The absence of an advocate with
visibility and clout to fight for consistent policies and minimal bureau-
cratic restrictions undermines our competitiveness in both agriculture
and industry against other nations not so disabled.

Mr. Chairman, if I might, I would like to make a few observations
about the administration's proposal and I regret that I didn't hear
the testimony from the administration's witnesses.

The administration's proposal leaves a new Department of Trade
and Commerce without responsibility for trade policy ar trade
negotiations. With functions from the Internsl:.- , Trade Commission
and the Eximbank, the Department acquires some clout-but not the
means with which to use it. And similarly, the U.S. Trade Representa-
tive has negotiating and policymaking responsibilities but not the
sources of authority with which to press both forward. The effort to
advance the interests of U.S. competitiveness at home and abroad
would remain disembodied.

World trade has expanded sixfold since Bretton Woods and adoption
of the GATT. Over this period, the dependence of this Nation on
access to the markets and suppliers of others has grown no less rapidly.
Effective trade negotiation is critical if the United States is to con-
tinue to push back protectionist barriers and find a limit to the export
subsidies which threaten the world's economic stability

Yet the United States remains, and would remain, under the admin-
istration's proposal, the only nation whose trade and commerce authori-
ties are in different, uncoordinated agencies, equipped with neither the
overall perspective, nor the power, to advance the Nation's com-
petitiveness.

The administration's proposal does not go far enough By leaving
negotiating authority in the White House, divorced from the export
promotion and import relief functions concentrated in the new Depart-
ment of Trade and Commerce, the plan leaves voices, lines of respon-
sibility, and strengths uneasily divided.

A Trade Representative maintained in the White House has access
to the President we are told. Yet access to the carrots-such as export
financing-and sticks-such as countervailing duties-available to
negotiators of other nations, would be the province of the Secretary of
Trade and Commerce.

An officer of the United States with responsibilities for commerce,
trade, and technology as S. 1493 proposes, would have access to the
President and more authority than an obscure, redesignated Trade
Representative in the White House.

Mr. Chairman, we have seen these STR's come and go over the
years. I don't think we ought to be fooled by recent experience.
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Ambassador Strauss is unique in the history of STR's. By and large,
they get relegated to obscurity in the White House.

He has been unique because of his ability and, of course, because of
his unprecedented relationship with a U.S. President.

The administration's proposal misses a crucial opportunity to con-
solidate the power and create the authoritative advocate U.S. in-
dustrial and agricultural producers need, and the Secretary of Com-
merce, Trade and Technology proposed in S. 1493 could be. This bill
strives for comprehensiveness. It unites within the Department of
Commerce, Trade and Technology responsibility for:

-- export promotion and financing;
-import monitoring and relief;
-international investment policy;
-international trade negotiation authority;
-industry and trade economic analysis, and
-trade policy and coordination.

The bill draws the Office of the STR into the new department. It
links the Expo:t-Import Bank and OPIC with the department, by
making the SEcretary of Commerce, Trade and Technology chairman
of their boards. The bill differs slightly from S. 377 in that all functions
of the International Trade Commission would be transferred to the
new department.

Commerce Department reorganization and Trade Department
creation should be viewed as twin questions. Over the long term, re-
versal of our trade imbalance hangs on our ability to encourage in-
novation and increase productivity. Industry, technology, and trade
are inseparable.

And this is no less true for U.S. agricultural exports-which are the
world's most R. & D. intensive-than it is for industrial products.

The Senate Commerce Committee is already developing means to
stimulate industrial innovation. The administration is conducting an
interagency study on the same subject. And in all these enterprises
the Department of Commerce occupies the center of a now disordered
stage.

That Department is the logical, indeed only, ageutcy with compre-
hensive responsibilities for industry and innovation. S. 1493 under-
scores the inseparable relationship between industry, technology, and
trade. It merges them. A new department is created. Its mandate is
not protection. Its mandate is trade, and that means competitiveness.

The power of this new department could benefit all sectors, and none
more than that which is most dependent on trade -agriculture.

An additional department of the Federal Government would not
simplify Federal management. S. 1493 merges the Department of
Commerce into the new department. It would,,therefore, leave the
new department with some anomalous agencies, principally the
National Oceanic and Atmospheric Administration.

But those anomalies can be dealt with in due course, and some
elements of the existing Commerce Department, notably the N ational
Bureau of Standards, are made an integral part of a coherent body
by the comprehensiveness of S. 1493, and its emphasis on technology.
I urge you to act favorably on this bill.

Chairman RIBIcoFr. Mr. Stevenson, I think you, more than any
Member of the Senate, have been involved in the whole field of export



42

financing. How do you think we should be handling the question of
financing?

Should we stay with what we have got? Should we change it? What
are some of your thoughts?

Senator STEVENSON. Sir, I think export financing is one of the
smaller parts of the package, though not an inconsiderable one. We
need to increase the authority of the Eximbank especially if we are
to negotiate trade agreements with the U.S.S.R. and the People's
Republic of China. If that is done, and both are eligible for credits,
the existing authority of the Eximbank will be insufficient.

Whether that goes for the CCC, I really don't know. But it seems
to me the main thing that needs to be done is to give these export
support agencies-especially Eximbank-a link to this new depart-
ment, as my bill proposes to do. My reasons for this are similar to those
for bringing in the ITC.

With approval of the trade agreement, I see the competition be-
ginning to shift away from import protection toward export pro-
motion and export subsidies; in the future the Trade Representative
is going to have to involve himself in efforts to get other nations to
negotiate a reduction in an export subsidy war.

This has already begun, with respect to credits. So for that pur-
pose, as well as the more traditional functions of our trade negotia-
tors, I think it is imporatnt to give this agency some power.

That would come from drawing in the Eximbank, principally, when
you are talking about export credit. Bring it in and we will be in a
better position to accomplish a deescalation of what is emerging;
namely, an export subsidy war. But beyond that, I think with our
private resources and the CCC and Eximbank given adequate au-
thority we are in pretty good shape on financing.

Chairman RIBICOFF. Senator Roth?
Senator ROTH. Thank you, Mr. Chairman. I am very sympathetic

to the type of consolidation you want, Senator Stevenson, and I think
it is absolutely essential that this be accomplished. I also agree with
you that I really don't think we should separate so-called policy from
operations.

I think that would be a serious mistake, particularly in this area of
endeavor. I have to say that where we consolidate I guess is the real
question. I think the administration proposal makes the mistake in
that it really does not accomplish that.

Senator Ribicoff and I originally initiated I guess the debate by
creating a new department, a lot of people have talked about the
Department of Commerce. The problem with the Department of
Commerce, if you technically create a new department, and put
Commerce into it, is that it is not known as a strong department.

The question really is whether it would have the means and the will
to do what is necessary. So that where I come out is probably, the
consolidation somehow should be around the STR, but much, along
the lines with what you are talking about in the limited discussion.
I thank you for your helpful testimony.

Senator STEVENSON. Thank you.
May I respond briefly to that? I share your concern-and that is

why this bill creates an entirely new department. I don't think the
history of the Department of Commerce is relevant to this new
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department-which would have a new mandate, a mandate that goes
beyond trade promotion to include technology.

In drafting this, we were very conscious of what you say, but con-
scious also of the dangers of proliferating departments, or adding
unnecessarily to the number of departments, for fear of making
management of the Federal enterprise even more unmanageable.

That is the hope. I share your concern, but I think you will find in
this bill an effort to address it by leaving history to history and
creating an entirely new department with the man(late of trade, and
not protection. This will be a strong department.

I don't think you can separate any of those functions.
They are all related.
Senator ROTH. Would the new department absorb, in effect, the

current department?
Senator STEVENSON. That is right.
Senator ROTH. I agree in principle. But I must admit I have some

reservations about whether it would work, although I strongly agree
with you as to a need for consolidation in what we are trying to
achieve.

Thank you very much.
The CHAIRMAN. Senator Javits?
Senator JAVITS. I was interested in your bringing the technology

into focus here. That has not been emphasized by the administra-
tion's plan. It is very interesting. I just have been reading what you
have in your statement about it. If you would, would you think
through the relationship which your idea w3uld have to the Presi-
dent's Science Adviser, such Offices of Science andl Technology as
exist in the Federal Government-for example, we have one up here-
and to articulate with greater particularity than you ldo in your state-
ment that which states what to me is so very obvious.

We have fallen very seriously behind though we are way ahead in
terms of our brain power. In respect of technology we seem to have
fallen behind. I think the record of the Patent Office shows that more
clearly than anything else. Two-thirds of the patents roughly speaking
are going to the foreign side, only one-third to us. After all that was
the source of the U.S. strength.

If you would be kind enough and if it would not tax you too much,
I think it would be useful, no matter how we finally decide this thing
to have before us the issue of technology, where it stands, and what
to do with it and how it bears on the trade commission.

Senator STEVENSON. Yes, sir, Mr. Chairman, these suggestions
reflect the lengthy studies of U.S. competitiveness performed by the
Subcommittee on International Finance, which I chair, and also the
efforts in the Senate on industrial innovation and technology being
carried out through the Subcommittee on Science and Technology,
which I also chair.

I am holding hearings this very moment on patent policies in one
of those subcommittees. That subcommittee also has the oversight
jurisdiction, the legislative jurisdiction for OSTP, the President's
Science Adviser. I am not sure I have thought through all of the im-
plications of your question but I do feel very strongly as a result of
these studies that there is a connection between competitiveness and
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industrial innovation, and our relative capacity for industrial in-
novation is being eroded rapidly in the world.

The basic responsibility for industrial innovation is not in OSTP.
It is in the Department of Commerce. It is one of the reasons I sug-
gest merging that Department of Commerce into this new Depart-
ment of Trade. It is the Department of Commerce which right now is
taking the leas! in the administration's interagency review on indus-
trial innovation.

So I think if the connection between technology and trade is as
strong as I believe it is, then it becomes logical to merge the Depart-
ment of Commerce, where the responsibility for technology and indus-
trial innovation exists, into the trade oriented agency I propose.

Senator JAVITS. If you are going to help us in this way, I wish you
would, because as the Chair said, we have a few weeks to think these
things over, and you will remember during World War II there was a
Council for Innovation headed by Lawrence Langlon. One of his
advocations was the Theater Guild in New York. He functioned in the
Department of Commerce.

They inventoried all of the Buck Rogers ideas that came pouring
into the Government. Some of them worked out. But I think you
could help us. I hope our Chair and my colleague, Senator Roth, will
agree that as long as you hf.ve suc'h an interest in this point by having
it rather vividly before us as we consider the total picture.

Senator STEVENSON. Mr. Chairman, the only prior systematic
efforts to develop a U.S. policy on industrial innovation were under-
taken by Herb Hollomon when he was in the Department of Com-
merce.

That was under Kennedy or Johnson, I can't remember, and the
only prior instance was when Herbert Hoover was not President, but
Secretary of Commerce.

That is where the efforts have been. I will take that suggestion to
heart and try to come up with a better answer.

[The prepared statement of Senator Stevenson follows:]

PREPARED STATEMENT OF SENATOR ADLAI E. STEVENSON

The Administration's plan to concentrate certain trade functions in a renamed
Department of Trade and Commerce attempts more than many of us expected.
In a number of respects the plan is identical to S. 1493. The proposal differs
fundamentally in its retention of principal negotiating and policy authority in
the Office of the Special Trade Representative (redesignated the U.S. Trade
Representative).

Diffused responsibilities for trade and confused bureaucratic duplication are
luxuries which a nation experiencing persistent large trade deficits can ill-afford.
By consolidating trade functions in a single new department, S. 1493 elevates
international trade and investment policy to a status reflecting their crucial
importance to our economic well-being in a highly competitive, highly inter-
dependent world.

In the trade functions it incorporates, S. 1493 is similar to S. 377. However,
S. 1493 also unites trade functions with the responsibilities for industrial policy
and technology now in the Department of Commerce.

The Department of Commerce has evolved over the years into a kind of
bureaucratic orphanage for stray programs ranging from weather modification
to fire prevention. But with concomitant reform of the Commerce Department's
programs relating to industry and technology-a process already begun in the
legislative and executive branches-this bill would create an institutional frame-
work in which technological innovation, industrial competitiveness and export
growth, all related, can all be promoted effectively. It would create a new De-
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partment-not another Department. And the new Department would compre-
hend the related functions of trade, investment and industrial innovation.

The United States alone among the major industrial countries has no single
government agency with the authority and responsibility to advance its com-
petitiveness in the world marketplace. Yet, international trade and investment
fows already mean one-third of a trillion dollars for the country annually. Other
nations, more dependent upon maximizing their share of international commerce,
have long organized for successful and aggressive competition in the world.
In the U.S. we have been slow to recognize the importance of overseas markets
and laggard about competing. In the fast-growing trade with developing countries,
for example, the Japanese over the past two decades have more than doubled their
market shares in the export of manufactures, (from 12.6% to 26.1%), while
the U.S. share has declined. We cling to a quaint notion that government policy
has no role in promoting industrial well-being or trade expansion. We persist in
casting government and busiuess as adversaries while foreign competitors find
an integrated approach to industry, trade and investment the key to economic
success.

Today there is scarcely an industrial seLtor in the U.S. which does not face
vigorous competition from abroad. In three decades, the Japanese and Europeans
have recovered from World War II to challenge our dominance even in those
industries where we had no peers-electronics, communications and aviation.
A company which cannot compete abroad soon finds it cannot compete at home.
We are losing markets at home, too. If as 'I see it, trade requires competitiveness,
it makes little sense to divide trade polic' from the responsibilities for the health
of American industry.

Technology is the basis of our ability to compete abroad and at home. Tech-
nology-intensive products, measured by R&D input, still account for approxi-
mately 40 percent of U.S. exports. By contrast, R&PD intensive exports comprise
only 28 percent of the total exports of Germany, Japan, France and the U.K.
But these nations are catching up-and a generation of advanced LDCs is just
behind them. Already foreign technology is making large inroads in the U.S.
This year Japan brings on a fourth generation of computers and that is the highest
of the high technologies. The competitiveness of the U.S. in the world is tied to
support for technological innovation-and that goes for its competitiveness at
home, too.

Superior products do not market themselves in the worll. Successful competition
in the world also depends upon financing, marketing and servicing. U.S. institu-
tions like Exim and OPIC lack the resources, clout and p(licy backup to organize
export "packages" as attractive as those now proffered l)y foreign competitors.
The trade promotion unit of the Commerce Department has been unable to exploit
fully the on-the-spot services of commercial attaches who are State Department
officers with only minimal career experience and commitment to trade. Exports
remain the province of major corporations in part because information about
market opportunities and direct assistance with languages and customs are not
aggressively extended to small and medium sized firms, which constitute a vir-
tually untapped pool of export potential.

A central U.S. government Department responsible for export expansion, indus-
trial growth and maintenance of our innovative advantage is needed to provide
the mix of expertise, commitment and authority with which to formulate and
implement policies that enhance U.S. competitiveness.

Inconsistencies and impediments in the treatment of U.S. industrial and agri-
cultural exporters have been, in some instances, crippling. U.S. exporters face a
web of controls-anti-trust, anti-bribery, human rights, environmental r3view-
and other restrictions which their counterparts abroad do not. Nowhere is there
an agency with the authority and the mandate to promote U.S. competitiveness.
The absence of an advocate with visibility and clout to fignt for consistent policies
and minimal bureaucratic restrictions undermines our competitiveness in both
agriculture and industry against other nations not as disabled.

The Administration proposal leaves a new Department of Trade and Commerce
without responsibility for trade policy or trade negotiations. With functions from
the International Trade Commission and the Exim Bank, the Department acquires
some clout-but not the means with which to use it. And similarly, the U.S.
Trade Representative has negotiating and policy making responsibilities but not
the sources of authority with which to press both forward. The effort to advance
the interests of U.S. competitiveness at home and abroad would remain dis-
embodied.

50-.490 0 - 7S - 4
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World trade has expanded sixfold since Bretton Woods and adoption of the
GATT. Over this period, the dependence of the nation on access to the markets
and supplies of others has grown no less rapidly. Effective trade negotiation is
critical if the U.S. is to continue to push back protectionist barriers and the export
subsidies which threaten the world's economic stability. Yet the U.S. remains,
and would remain under the Administration proposal, the only nation whose trade
and commerce authorities are in different, uncoordinate d agencies, equipped with
neither the overall perspective nor the power, to a( vance the nation's com-
petitiveness.

The Administraton's proposal does not go far enough by leaving negotiating
authority in the White House, divorced from the export promotion and impor-
tant relief functions concentrated in the new Department of Trade and Commerce
the plan leaves voices, lines of responsibility and strengths divided.

A Trade Representative maintained in the White House has access to the Presi-
dent, we are told. Yet access to the carrots-such as export financing-and sticks-
such as countervailing duties-available to negotiators of other nations would be
the province of the Secretary of Trade and Commerce. An officer of the United
States with responsibilities for commerce, trade and technologyv as S. 1493 pro-
poses, would have access to the President and more authority than an obscure,
redesignated Special Trade Representative in the White House. The Administra-
tion's proposal misses a crucial opportunity to consolidate the power and create
the authoritative advocate U.S. industrial and agricultural producers need, and
the Secretary of Commerce, Trade and Technology would be, under S. 1493.

'This bill strives for comprehensiveness. It unites within the Department of
Commerce, Trade and Technology responsibility for: export promotion and financ-
ing, import monitoring and relief, international investment policy, international
trade negotiation authority, industry and trade economic analysis, and trade
policy and coordination.

The bill draws the Office of the STR into the Department. It links the Expo '-
Import Bank and OPIC with the Department, by making the Secretary of Com-
merce Trade and Technology Chairman of their Boards. The bill differs slightly
from A. 377 in that all functions of the Internatonal Trade Commission would be
transferred to the new Department.

Commerce Department reorganizatlon and Trade Department creation stould
be viewed as twin questions. Industry, technology and trade are inseparable.
Over the long term, reversal of our trade imbalance hangs on our ability to encour-
age innovation and increase productivity. And this is no less true for U.S. agri-
cultural exports-which are the world's most "R&D intensive"--than it is for
industrial products. The Senate Commerce Committee is already developing
means to stimulate industrial innovation. The Administration is conducting an
inter-agency study on the same subject. And in all these enterprises the Depart-
ment of Commerce occupies the center of a now disordered stage.

That Department is the logical, indeed only, agency with comprehensive
responsibilities for industry and innovation. S. 1493 underscores the inseparable
relationship between industry, technology and trade. It merges them. A new
Department is created. Its mandate is not protection. Its mandate is trade-and
that means competitiveness. The power of this new Department could benefit all
sections none more than that which is most dependent on trade-agriculture.

An add tional Department of the Federal government would not simplify Fed-
'ral management. S. 1493 merges the Department of Commerce into the new
Department. It would therefore, leave the new Department with some anomalous
agencies, principally the National Oceanic and Atmospheric Administration. But
those anomalies can be dealt with in due course, and some, notably the Bureau of
Standards, are made an integral part of a coherent body by the comprehensive-
ness of S. 1493 with its emphasif on technology. I urge you to act favorably on
this bill.

U.S. SENATE,
Washington, D.C., July 26, 1979.

Hon. JACOB K. JAVITS,
U.S. Senate,
Washington, D.C.

DEAR SENATOR JAVITS: In the course of my testimony before the Governmental
Affairs Committee Monday you asked about the "focus on technology" in my bill,
S. 1493, to create a new Department of Commerce, Trade and Technology. We
discussed briefly the existing Commerce Department's traditional role in the area
of industrial technology and innovation, but I wanted to make a few additional
points.
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First, you questioned the relationship of OSTP and NSF to the Department I
propose. The health of our industrial R&D establishment depends over the long
term on basic :'esearch. However, that does not suggest that NSF or OSTP need
be moved to- a Department of Commerce, Trade and Teohnology. Indeed, to do so
could accelerate the tendency to subordinate basic research to the short term
temptations of applied research.

i(ack of coordination between the NSF and the existing Department of Com-
merce is not the root of the industrial problem. The real problem is that the De-
partment of Commerce lacks the foundation for serious attention to the problems
of industrial competitiveness, productivity, innovation and the effective develop-
ment and commercialization of new technologies.

These concerns have prompted me and other members of the Commerce Com-
mittee to introduce several bills which begin an overhaul of the Department's
programs relating to industry and technology. 8. 1250, the Technology Innovation
Act, and 8. 1215, the Science and Technology Research and Development Utili-
zation Policy Act, are only initial attempts to deal with some broad and serious
problems.

8. 1250 would stimulate technological innovation in two ways. First, it would
improve the ability of universities and industry to collaborate in generating new
technological ideas with commercial potential. The bill would create an Office of
Industrial Technology within the Department of Commerce to oversee the estab-
lishment of a Centers for Industrial Technology. The Centers would be affiliated
with universities and non-profit institutions, and supported by industry and
government.

Second, the Office would develop a sectoral analysis capability which would
enable it to identify problems as well as opportunities for the advancement of
socially and economically desirable technologies.

S. 1215 addresses the problem of government-generated patents; it establishes
a coherent federal policy to encourage the use of inventions developed under
federally supported research and development. Oversight responsibility is assigned
to the Department of Commerce.

Although I share the concerns you and Senator Roth expressed about the
effectiveness of the Department of Commerce at present, moving the Industry
and Trade Administration and export administration responsibilities out of Com-
merce to a new Trade Department-as proposed in S. 377-would do nothing
to make it more effective. It would further erode the ability of the Commerce
Department to represent and assist U.S. industry. The approach of S. 377 leaves
the strong substantive link among trade, technology and industry unacknowledged.

There is an important circularity of causation between trade and domestic
industrial growth; each spurs the other. Export promotion cannot be effectively
performed outside the agency with principal responsibility for the exporters. In a
measure, what I propose is inspired by the success of the USDA in expanding
agricultural exports. Control over its own Foreign Agricultural Service and its
export financing programs have unquestionably helped the Department achieve a
coherent, aggressive approach to export expansion which Commerce has never
been able to match.

8. 1493 creates a logical and comprehensive institutional framework in which
technological innovation, industrial competitiveness and export growth, all re-
lated can all be promoted more effectively. The Department of Commerce, Trade
and Technology will not succeed without serious reform and expansion of existing
programs in industrial technology. But this process has commenced. Creation of a
Department of Trade in a vacuum, or putting trade policy in the White Hcuse,
by ignoring these difficulties, would exacerbate them.

I would be pleased to have this letter entered in the record.
With every good wish,

Sincerely,
ADLAR.

Chairman RIBICOFF. Thank you very much. The committee will
stand adjourned until Wednesday at 10 a.m.

(Whereupon, at 11:45 a.m., the committee adjourned, to reconvene
Wednesday, July 25, 1979, at 10 a.m.]



REORGANIZING THE GOVERNMENT'S INTERNATIONAL
TRADE AND INVESTMENT FUNCTIONS

WEDNESDAY, JULY 95, 1979

U.S. SENATE,
COMMITTEE ON GOVERNMENTAL AFAIRS,

Washington, D.C.
The committee met, pursuant to recess, at 10:05 a.m., in room 3302

Dirksen Senate Office Building, Hon. Abraham Ribicoff (chairman),
presiding.

Present: Senators Ribicoff, Roth, Javits, Percy, and Durenberger.
Chairman RIBICOFF. The committee will be in order.
Our first witness is Mr. William Wearly. We are pleased to have

you with us today. You may proceed, sir.

TESTIMONY OF WILLIAM L. WEARLY, CHAIRMAN AND EXECU-
TIVE OFFICER, INGERSOLL-RAND CO., ACCOMPANIED BY aR.
BABSON, NRL FOX, AND MR. KLINE

Mr. WEARLY. I have here with me Mr. Babson, also from Ingersoll-
Rand Co., and Mr. Fox and Mr. Kline from the NAM.

Mr. Chairman and members of the committee, I am the chairman
and chief executive officer of the Ingersoll-Rand Co. I am appearing
today on behalf of the National Association of Manufacturers as
chairman of its international economic affairs committee.

The dramatic reversal of the Nation's trade balance and the dollar's
problems in world currency markets reflect the urgent international
economic challenges now facing this country.

These international difficulties can mean higher domestic unem-
ployment, growing inflation at home, and reduced growth in the U.S.
standard of living.

The U.S. Government announced an export expansion program.
However, little has been accomplished beyond a modest increase in
the Export-Import Bank's financing activities. Many of the Gov-
ernment's own policies actually continue to discourage exports.
Additionally, the U.S. Government has failed to act effectively
against foreign countries engaging in unfair trade practices which
have harmed important segments of U.S. industry.

Opportunities exist to improve U.S. trade performance by making
our economy more competitive at home and by improved access for
U.S. goods to foreign markets. NAM has supported the recently
concluded multilateral trade negotiations which established improved
rules for expanding world trade. However, we must be prepared to
vigorously implement and enforce the new agreements in support of
U.S. interests.

(49)
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Mr. Chairman, if I could just say to you that the world is a very
big place and if American business is to remain viable in the world
arena, we must be strong and we must establish that we are not
adversaries with the Government. We are a part of the big team.

On the basis of past performance, it seems clear that there must be
a reorganization of the U.S. Government's international trade
apparatus if all these challenges are to be met successfully. The current
system of diverse, overlapping or even competing functions and
authorities almost guarantees that there will be no adequate leadership
in this area. U.S. international economic interests can no longer be
treated as the poor stepchild of other national concerns. This policy
area deserves high level attention on a sustained, integrated basis and
requires a top policy spokesman and advocate at the cabinet level of
Government.

Senators Abraham Ribicoff and William Roth have introduced a
bill, S. 377, to consolidate Federal policymaking and execution into
one Department of International Trade and Investment, DITI.
Senators Robert Byrd, Adlai Stevenson, and others have introduced
bills which offer somewhat different consolidation patterns, but are
directed at similar objectives. Last week the administration announced
its own reorganization proposal.

After nearly a full year of study during 1978, NAM's international
economic affairs committee voted last November to support a modified
version of S. 377. I would like to describe our reasons for that deci-
sion, since those reasons constitute the criteria against which we meas-
ure all current reorganization proposals.

A reorganization proposal should help improve the U.S. Govern-
ment's ability to respond effectively to at least six identified major
problem areas: (1) Inconsistent policy; (2) negotiating leverage; (3)
international agreement enforcement and followup; (4) analytic
economic research; (5) business promotion services; and (6) eliminat-
ing unnecessary duplication. NIAM supports a consolidated Depart-
ment of International Trade and Investment as the best reorganization
alternative to meet these objectives.

A DITI cabinet officer would be in a strong organizational position
to become a needed advocate for broad, international economic views
to counterbalance State's diplomatic focus, Treasury's financial
outlook, and various agencies' self-interest perspectives. New policy
initiatives harmful to U.S. international economic interests more
likely would be challenged at an early stage, while further efforts could
be made to alter or clarify presently inconsistent policies. Without a
cabinet department charged- with international trade and( investment
responsibility, the current scattered authority will continue, with each
agency pursuing interests more central to their primary mission than
U.S. economic competitiveness in world markets.

While other industrialized nations have centralized their economic
negotiations in one organization, U.S. negotiating interests are weak-
ened by uncoordinated actions and positions among the various
Government agencies involved in international economic activities. A
DITI would integrate many such activities into one department,
while also providing the coordinating mechanism to tie other depart-
ments more closely into a central negotiating team. Consolidation of
most import relief functions also would give the United States a more
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forceful and effective mechanism for dealing with unfair foreign trade
practices.

Closely related to the need for better U.S. leverage in negotiations
is the requirement of more effectively following up on international
trade and investment agreements once they are reached. It is especially
important now to take full advantage of new U.S. trade opportunities
resulting from the tariff and nontariff measure concessions obtained in
the MTN. A followup program must encourage new export efforts
with adequate commercial information, export credit financing,
license apro;val and other actions, while assuring that foreign govern-
ments do rot close off the newly negotiated opportunities. In par-
ticular, the' various nontariff barrier codes will be meaningless for
American interests unless an effective U.S. Government enforcement
mechanism is devised. This type of practical implementation followup
would be handled best by a single integrated department structure.

Many scattered agencies now have some involvement in the Govern-
ment's international economic data collection and analysis activities.
The integration of these staffs in a DITI would enhance the Govern-
ment's capability to identify and encourage future areas of national
economic strength, as well as provide earlier warnings to help avoid
domestic dislocation arising from international economic forces.

Business promotion services such as export expansion efforts and
Eximbank financing could be aided by closer coordination within a
single departmental framework. Certainly for smaller companies new
to the overseas market, an integrated international trade and invest-
ment department would be a less confusing and more reliable ally
than the current array of agencies scattered all over town which offer
various bits and pieces of business support programs.

An added benefit to the improved analytic and promotional capa-
bilities of a DITI would be the elimination of unnecessary and costly
duplication of activities which currently exists in many international
economic policy areas.

We believe that the bottom line to this analysis regarding an inter-
national trade and investment department proposal comes out clearly
on the positive side. Government reorganization is not a panacea,
but it is a necessary step to complement other policy actions. It is
NAM's position that consolidation of current international trade and
investment functions into one department, as proposed in S. 377, is the
best approach to this problem. We would, however, like to suggest a
few modifications in the bill.

The major change which we would recommend for S. 377 is the
addition of a specific interagency coordination mechanism, which
would have two levels. First, standing coordinating committees could
be established within DITI in major issue areas such as international
commodity policy, export promotion, trade and investment negotia-
tions, et cetera. The regulations governing these interagency com-
mittees should give clear policy leadership to DITI, whose staff would
act as the secretariat.

Some issues, of course, may ultimately require White House discus-
sion and decision. Therefore, a second coordination level should in-
volve a White House group, with appropriate Cabinet-level member-
ship, chaired by the DITI secretary. This group would be designed to
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insure top-level, interagency consideration of controversial major
policy issues.

A second modification to the bill would be to incorl)orate the Inter-
national Trade Commission, ITC, fully into the new Department. The
ITC could function in the same semiautonomous manner as provided
in the bill for Eximbank and OPIC.

Finally, we suggest some further broadening of the proposed
Department's authority, specifically in the areas of trade adjustment
assistance anti mixed credits, for the reasons outlined in our full
written statement.

Thus far I have discussed the proposal to establish a Department of
International Trade and Investment, while suggesting some desirable
modifications to S. 377. 'We believe that such a mod ified proposal
represents the best reorganization option and urge its serious con-
sideration by this committee.

Before closing, I would like to make a few comments specifically
on the proposal recently outlined by the administration.

The administration's proposal recognizes many important problem
areas and takes several steps toward their resolution. We woull sup-
port elements of the proposal which consolidate some of the currently
scattered trade functions. In particular, we su)pport: (1) The consoll-
dation into one office of negotiating authority over a broad range of
international economic subjects, (2) upgrading of the Commerce
Department's sectoral analysis capa' i ity for trade expansion pur-
poses, and (3) the transfers of most inport relief and unfair trade
response functions.

The administration proposal, however, fails to go far enough in
meeting the necessary objectives of reorganization. The proposal puts
two agencies in charge of trade rather than consolidating all responsi-
bilities in a single Cabinet Department. As a result, policy and
implementation functions are split between a White House trade
representative office and the renamed Trade and Commerce Depart-
ment. An even further division of authority occurs when Commerce
trade responsibilities are delegated to an Under Secretary, thereby
adding a new actor to the process and meaning that the Secretary
will continue to be occupied by a variety of traditional nontrade
matters.

Vitally important MTN follovup responsibilities are also split be-
tween the trade representative and Commerce, so that the negotia-
tors are separated organizationally from investigators, analysts, and
other staff support functions. The trade representative is given broader
new negotiating responsibilities, but no additional staff to carry them
out. Either these issues will not receive the attention they deserve, or
else there will again be an awkward reliance on staff controlled by
other organizations.

One gets the impression that the reason for separating the trade
personnel in this manner may have more to do with considerations
regarding the size of the White House staff rather than economic or
good management criteria. We believe that these trade areas are too
important to artificially split policy and negotiations from analysis
and implementation in this manner. Such a division will only be det-
rimental to the objectives of sustained, coherent international trade
programs.
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Several important policy areas also appear to be shortchanged in
the administration's proposal. Export expansion is not given priority
attention in the new orgy .nizational arrngement. International invest-
ment policy is fitted within a broadened agenda for the Trade Policy
Committee, but no practical consolidation of authority or functions is
accomplished. Even the transfer of overseas commercial officers to the
Trade and Commerce Department is a partial measure, since it affects
only those officers located in certcin foreign countries.

En summary, we believe that the administration's proposal falls
short of the prompt, fo-ceful action needed to address the country's
urgent trade problems. In the -nd, trade authorities and functions
still would be split unnecessarily. We must have one strong trade
policy leader, who has the full implementation resources of a unified
Cabinet Department, including the negotiating authority to both
"reward" and "punish." The administration's proposal does not meet
this standard and therefore is significantl, weaker than S. 377.

slvr. Cbairman, I would like to commend you and Senator Roth,
along with your colleagues who are cosponsors of S. 377, for perceiving
the urgent and serious task facing this country in the international
marketplace, and for taking the initiative to begin steps aimed at
meeting this challenge. Certainly a reorganization of governmental
functions by itself is not a complete answer to our problems, but it is
a necessary if not fully sufficient step toward their solution.

NAM supports the consolidation of current Government functions
into a Department of International Trade and Investment. The bill
before this committee, S. 377, is a constructive proposal to accomplish
this consolidation. With the few modifications we have suggested,
NAM supports passage of S. 377.

Chairman RIBICOFF. Thank you, Mr. Wearly. Today, companies
exporting have to go through many agencies and a lot of paperwork.
You are the president of a major corporation with much export busi-
ness. You are speaking on behalf of associations of some 13,000
members.

Can you or your associates give us some specific problems that you
have when you try to export goods or services?

Mr. WEARLY. Let me start to answer that by saying that I feel we
must get an attitude in America that we are all on the same team;
Government, business, labor are on the same team to promote exports
and to promote American business in the world.

Now, instead of that, we have inescapably an adversary relationship
where it almost appears that if something works out well in the export
field, there must be something wrong with it, so we had better put up
a barrier to doing that.

As we look back, we can recount all of the things that have made
exportation difficult. I will just mention one that hurts big companies
more than little ones. That has been the bad position we have taken
toward the taxation of U.S. nationals living in foreign countries where
we try to give them subsistence and the IRS is taking the position
that is taxable income to these people. And I understand even after a
change in the law to permit subsistence to these people the IRS has
said, "If you live within 50 miles of e town of 2,500 people, we can't
consider you are in an outpost." I will tell you that in the desert if you
are 50 miles from a town of 25,000 people, you are in an outpost. If
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you are 50 miles from a town cs 100,000 people, you are in an outpost.
So it is the various interpretations we put in a punitive way, as if we
are not on the same team.

Little companies are just about excluded from the export market
because they can't wade through the maze of bureaucratic things that
are needed, that are required by our Government to export. So they
must work with a big company. They must more or less tie themselves
onto the tails of a big company to do this.

I can talk about what hindered us yesterday, but of more importance
is what is going to hinder us tomorrow, the restrictions that some of our
agencies are going to come up with.

We really aren't on the same team yet. I talked to our Swiss com-
petitors, German competitors andt others. They just don't understand
why there seems to be this adversary relationship between American
exporting businesses and their government. They just don't have it
abroad. They don't understand it. They sort of like it because it helps
them. So really we have put our businesses in an ongoing relationship
that makes it sound as if, if we treat business well in the foreign area,
it is somehow a disservice to the Nation.

Chairman RIBICOFF. Outside of the generalities, (lo any of you other
men who work in this field have any specific examples of the problems
your members encounter in the export field.

Mr. WEARLY. Let me mention an order that we didn't get in South
America. This was an order that we had negotiated in Brazil about 2
years ago for a few million dollars' worth of equipment for their oil
industry.

About that time, representatives of the new administration went
to Brazil and began talking to them on human rights. The Brazilians
then said to us, "You don't look like good people to do business with,"
and the order was stopped. Now you could say, "Well, how do you
know you were going to get the order anyhow? ' I will tell you how I
know in this case, because our British company went over and, under
the aegis of the British Government, our company got the order to be
built out of our British plant. But it didn't come to our American
plant.

Chairman RIBICOFF. In other words, the same merchandise came
out of your British plant instead of coming out of the American plant.

Mr. WEARLY. Yes. The same price. They just dec ided we were pos-
sibly an undesirable supplier and they didn't really associate the com-
pany in Britain with the administration in America.

Chairman RIBICOFF. Maybe they did associate it but felt there
would be fewer restrictions if they gave the contract to your British
subsidiary.

Mr. WERARLY. Precisely. Really, sir, I don't know that I can call
them off the top of my head, but there are hundreds and hundreds of
examples of this sort of thing where we inadvertently do these things
that hinder our business ability.

I think I would ask if we might submit a list to you.
Chairman RIBICOFF. Yes; you could. I think it is important for us

as we start to put together our framework over August, to know the
problem areas that you, as an American exporter, run into. By giving
us the problems we can perhaps understand better the organizational
bottleneck.
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I am sure that Senator Roth agrees with me. Because it is one thing
to be general, but when we aru specific, we can highlight where we might
have to give some emphasis or change. I don't expect you to have them
for us off the top of your head, but if you could give it to us in the next
week or so we would appreciate it.

Mr. WEARLY. We will do it very soon.
[The information referred to follows:]

AUoUST 17, 1979.
Hon. ABRAHAm A. RIBICOFF,
U.S. Senate,
Washington, D.C.

DEAR SENATOR RIBICOFF: When 1 testified before your Committee on Gov7
ermnental Affairs on July 25, 1979, regarding the matter of government's trade
functions, you requested that I send you specific examples of business that had
been lest to American companies because of either governmental interference
or a lack of government support.

On the attached list you will find specific examples taken from three com-
panies-Ingersoll-Rand, J. Ray MicDermott and FMC. I know that you can
get similar information from other companies. Mr. Reginald H. Jones, Chairman
of General Electric, stated recently at a government conference that he felt the
loss to General Electric was in the billions of dollars. From the standpoint of
Ingersoll-Rand specifically, I feel that our loss over a five year period would be
in the range of $200-$300 million.

Also, I would like to take this opportunity to clarify one point raised during
the question and answer period following my testimony on July 25. The NAM
proposal as it relates to the Export-Import Bank does not contemplate any change
in the Eximbank Board of Directors, or its independent status. I certainly agree
that Eximbank is one of the few U.S. government organizations which currently
is doing a good job with respect to trade policy. The relationship described in
NAM's recommendations simply is aimed at strengthening the support given
Eximbank within the Executive Branch. We believe that Eximbank deserves
better support, for instance by a Trade Department, in matters such as the recent
controversy over environmental restrictions on overseas projects, periodic Con-
gressional budget deliberations and the negotiation of multilateral agreements
on export credit financing.

For your information, in case you missed it, I am attaching a copy of a recent
story out of the Washington Star emphasizing the confusion that exists in govern-
ment agencies relating to international trade.

Finally, I would like to re-emphasize the importance of improved productivity
in American industry to our overall position in world tra'de. It is difficult to
evaluate the insidious effect of a multitude of government programs and con-
straints which ultimately sap the will of corporations and of "people" to move
ahead to greater achievements and improved productivity. Too many priorities
have been placed ahead of this. I, personally, don't like to ask for government
inoentives. Rather, I would prefer to see government disincentives removed.

In conclusion, I again emphasize my personal support and that of the NAM for
a Department of International Trade and Investment, as proposed in the Roth-
Ribicoff Bill, with certain modifications, as outlined in my testimony. I cannot
support the two-headed approach proposed by the Administration, as I feel that
it typifies and continues the conflicting approach we now follow.

Very truly yours,
W. L. WEARLY, Chairman.

Attachment.
EXAMPLES OF U.S. EXPORT OBSTACLES

The following examples represent a ereos-section of obstacles faced by U.S.
firms in the export market. The illustrationas can be classified generally as either
(1) self-imposed government restrictions, or (2) inadequate government support.
Items from both categories can be traced to an underlying cause of neglect-the
low government priority given to export expansion. There has been no firm com-
mitment nor strong trade leader to either challenge policies adversly impacting
U.S. exports, or initiate programs to offset the government support given to
foreign competitors The U.a. government's structure has short-changed inter-
national busine objectives. No mainline department is charged with the principal
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policy mission of strengthening U.S. competitiveness in world markets. As a
resilt, the give-and-take between competing and at times conflicting policy
ob ,ctives, U.S. export policy has suffered from lack of a strong organizational
advocate.

1. In early 1978 Ingersoll-Rand lost $8 million worth of compressors for Aco-
minas in Brazil to a Japanese firm. A major reason for the loss of the sale was that
the Japanese government allows the development of country marketing strategies
by consortiums of manufacturers. U.S. antitrust regulations would prohibit any
similar joint planning between major U.S. companies to decide, for example,
which firms would supply components for which plent on a rotating basis.

2. Ingersoll-Rand was offered an order from a Swedish international dis-
tributor for several compressors for use in hospitals in Vietnam. The order was
eventually filled by a Swedish manufacturer when Ingersoll-Rand was turned
down in its request to U.S. government for permission to ship this equipment.

3. In mid-1977 Ingersoll-Rand was negotiating with a European company with
whom they had previously done business, for $1 million worth of Rock Drills
for Iraq. Because of restrictions relating to U.S. anti-boycott policy Iraq in-
structed the European buyer not to purchase from a U.S. company and the
order was placed with a Swedish manufacturer.

4. In 1977 J. Ray McDermott Co., Inc., submitted a bid of approximately $25
million to Argentina for a gas pipeline. The contract was awarded to a French
contractor for approximately $5 million. J. Ray McDermott Co., Inc's judgment
is that work was awarded to their French competitor because of payments which
would have been illegal under U.S. law.

5. In mid-1977 Ingersoll-Rand was negotiating for $6 million worth of pumps
and compressors with Fluor Corporation for Sasol plant expansion including sub-
stantial technology and product duplication furnished by Ingersoll-Rand for the
original coal conversion plant.) in South Africa. Because of human -'-hts con-
siderations, Sasol decided not to consider U.S. manufactured equipmet in view
of the undependability of suppliers to obtain government authorizations to meet
commitments. The U.S. government also refused financial support and South
Africa then obtained loans from Japan and France. Although some equipment
furnished by American-Japanese/French licensees, no major equipment was
purchased from direct American sources.

6. In mid-1978 FMC Corporation had an order for fire trucks from South
Africa. But since these were being ordered by the South African military, they
could not accept the order under U.S. law. The only difference between these units
and some they were already supplying to municipalities in South Africa was the
color of the paint. In a state of emergency, the municipal units certainly could
be preempted by the South African military. Thus, the U.S. government's regula-
tions, in effect, excluded them from a significant volume of export business, with
doubtful policy results. The real result was that the South African government
ordered the units--7 mill'on worth of U.S. jobs and profits-from a German firm.

7. Ir early 1977 Ingersoll-Rand lost $3 million worth of compressors from
Pemex in Mexico to Italian competitors. The Italian government and the Mexi-
can government agreed upon a low interest loan partially repayable by barter
which was more favorable than the Export-Import Bank was prepared to grant.

8. Babcock and Wilcox Division of J. Ray McDermott & Co. were negotiating
with a Mexican company for $18 million worth of equipment for a power project.
The Eximbank refused to offer financing unless the Mexican customer changed
the specifications for the precipitator efficiency from the specified 97 percent to
98 percent as required by U.S. environmental standards. Tho customer refused
to modify the specifications and the business was placed with a Swedish supplier.

9. In the tall of 1978 Ingersoll-Rand planned a private fair in Egypt to exhibit
construction equipment. The U.S. Embassy in Egypt was asked to send a letter
to the Cairo customs office to guarantee payment of customs duties on machinery
not re-exported. The local commercial attache replied that his guidelines did not
permit issuing such a letter unless the trade fair was controlled by a U.S. manager
and had U.S. government participation. Ingersoll-Rand thus was denied the
necessary letter and was unable to exhibit its products. A German competitor was
able to get such a letter (a form letter) from the German Embassy in Egypt and
therefore was able to exhibit and sell its products to Egypt.

10. The U.S. government has still done little in termns of exhibits. fairs, etc. for
the U.S. businessman in the Peopled Republic of China. Last month Ingersoll-
Rand, as an American corporation, had an exhibit in a British Energy Show to get
our corporate presence advertised in in the PRC. The United States is very late
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on this point and for years we have been riding on the coattails of our British and
Canadian companies in Peking exhibits.

11. In 1972 Ingersoll-Rand Co. U.S.A. lost $2 million worth of gas engine
machinery for Petrabras in Brazil to Ingersoll-Rand Co. Ltd. U.K. Eximbank
terms were not competitive with the British terms which also specified that not
more than 7 percent of the totnal job could be sources outside of the United King-
dom. Although it was not a real loss to Ingersoll-Rand Co., job hours in the U.S.A.
were lost.

12. In early 1977 Ingersoll-Rand and other American companies were negotiat-
ing with the U.S.S.R. for over 200 million dollars worth of equipment for a gas
pipeline. Although the negotiations were successful the orders were held up and
later placed with a European consortium because of human rights considerations
and U.S.A. failure to grant most favored nation status to the U.S.S.R.

Chairman RIBICOFF. In your full statement you emphasize the
importance of consolidating the Export-Import Bank with other
trade associations in the Department. Yesterday the administration
said, and they make a good point, that the Export-Import Bank does
very well, and as long as it is doing well, why change it? Well, that is
always a good argument. If you have a function that is successful,
you don't want to try to move it around and make it have problems.
Do you have any comment on your experience with the Export-
Import Bank and whether it should be a part of the reorganization,
or kept out?

Mr. WEARLY. I think they do very well and they have done even
better in recent times. I see this semiautonomous relationship merely
as not putting them as a full part of this department. It would not be
our recommendation. We would rather see them on a dotted line
relationship, if I can put it that way, where they are acquainted with
American export policy, where DITI and the Export-Import Bank
talk to each other, but I would not recommend that they be embraced
as an integralpart of the Department.

Chairman RIBICOFF. You want a separate trade department. I
think that is the thinking of the three of us here. Let us say that is
not feasible. We don't like the administration's approach. Do you
envisage the possibility of centering as many of the trade functions
in the STR on a policy basis and some of the other functions like the
commercial attaches and promotion with the Commerce Department?
Do you think that would seem to be a feasible alternative?

hMr. WEARLY. I believe it is a weaker alternative. I just made
a note for myself that said this: Suppose that the Senate or any other
governmental agency finds our export business of the Nation lagging.
Suppose we are not doing it effectively. Who do you hold responsible
for this? I can quickly see that the people over in the administrative
end will say, "Well, we have the wrong policies." The policy people
will say, "Well, we have good policies but they are not carrying it
out." Any time things are split, it tends to bring on that sort of a
situation. It happens in my company, and, unfortunately, it does
happen sometimes when we get a little bit of a split responsibility.

I would like to be able to see a strong man that we and you can
look to to be responsible for this.

Chairman RIBICOFF. Of course, the STR would be if you have a
man like Bob Strauss. I doubt whether the administrative will find
someone like that.

In most countries that are successful exporters the person involved
in international trade is probably the man closest to the head of



58

government. He always has access to the head because they realize
how important export business is to the country.

Now, of course, it looks to me like the members of the Cabinet here
aren't going to be very close to the President of the United States.

Mr. WEARLY. Yes. [Laughter.]
Chairman RIBI:COFF. An STR that is in the executive branch with

access to the President, will he be in a position to pull the levers or
have the accessibility to the President? I recall when Bob Strauss
came into the picture as STR. I know the conditions that he laid
down before coming-that he would always have access to the
President, that he wouldn't have to funnel his thinking through State,
Treasury, Commerce, any other bureaucracy. That was effective,
because everyone doing business with him knew he was talking for
the President.

Now the question comes, do you take an STR and give him many
policy functions with a hard-hitting policy group to be the spokesman
on the basic issues and a close connection with somebody in Commerce
carrying out the proposals? I don't know. I mean, I am just trying to
figure this out.

Evidently there is no intention to reorganize Commerce, so we have
Commerce with all its other functions that have nothing to do with
trade, nothing to ldo with business. I am just trying to figure out if there
is an alternative in a strong, beefed up STR that would be meaningful
to the business community.

Mr. WEARLY. I think one could say that a beefed up STR could take
on the appearance of a Department of International Trade. And if it
did embrace everything, it might be just the same as what you are
proposing. But I don't like to see first an STR with the responsibility
for policy that is proposed, and then Commerce with a second level
person responsible for international trade in Commerce. It isn't
even the prime responsibility for the Secretary.

Chairman RIBICOFF. Let me ask you, being the head of a major
company, one of our great problems in the world is our lack of competi-
tiveness, the low rate of productivity in this country as against, let us
say, the West Germans and the Japanese whose productivity far
exceeds ours. Is there anything in this reorganization that we could do
in the field of technology, research, to increase productivity, or is this
something that would have to come from other sources?

Do you foresee anything that we could do to strike a blow for iu-
creased productivity in this reorganization?

Mr. WEARLY. Unfortunately, you have hit upon one of the serious
aspects of American business, and that is that we do not have the tech-
nological leadership that we did have 15 years ago, nor do we have the
improvements in productivity which happened for many years after
World War II.

Now we must acknowledge the Japanese are riding today on their
own technology. It isn't borrowed technology. Twenty years ago they
were working on borrowed technology. Today they have developed
their own. They are putting a greater proportion of their gross national
product into research and development and they are putting a greater
proportion of it in capital investments, in new capital investment.

Mr. Chairman, it is complex to know why American capital invest-
ment has dropped down. I am not really sure. I believe it is a result of
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many of the constraints we have put on ourselves. For example, the
environmental protection part of our expenditures has been more than
half of the expenditures of many businesses, just to protect themselves.
Well, that probably inhibits productivity rather than helping it. Now I
am not here to tell you what the tradeoffs should be, but the fact is that
today Government-mandated reuirements are putting a greater and
1greater proportion of the available capital into nonproductive areas.
And I think this hinders our ability to compete in the world market.

Chairman RIBICOFF. Senator Roth?
Senator ROTH. Thank you, Mr. Chairman.
Mr. Wearly, I think your statement is one of the strongest, most

comprehensive I have heard in support of a Department of Inter-
national Trade and Investment.

A couple of points you made in your testimony I would like to
mention. I agree with you that there needs to be an intergovernmental
coordinating mechanism. We had thought that the Trade Policy Com-
mittee would continue after the creation of DITI. But I think you
have spelled out with some particularity how it should function.

I also agree with you on the need for adjustment assistance. The
coordination of that, which is in STR, should be in DITI.

I guess, as you well know, the chances of creating a new department
today are not encouraging. The President and the administration, for
what they believe to be sufficient reasons, are not supportive. I suspect
and fear that this means that there is not a recognition in Govornment
of the importance of trade in the coming years. I think too much we
are concerned with our problems of today and tomorrnw and not
concerned with moving this country in new directions. I think the
trade prospects are probably one of the most exciting encouraging
opportunities facing this country.

For that reason, I agree very much with what you say about
attitude. I think we have really got to change the attitude of the
entire country. I think this is true of Government. You are absolutely
right that it has been characterized in the past by an attitude of con-
frontation rather than cooperation. It is time that we recognize that
we have some very able but tough, mean competition abroad. You
have business organizations abroad, every bit as large as ours, the
principal difference being that they have the cooperation and active
assistance-too much in my judgment, and I think you probably
would agree with me on that-of their foreign governments. So we
have to change the attitude not only of the top people of government
but all the way down in the bureaucracies. We have to work together
to promote trade.

I think the reason I feel so strongly about some kind of a lead
organization is that you have to change the attitude not only of
government but business as well. As I have said several times, I Jon't
think American business, with some exceptions, understandably so,
has been as active in promoting trade as the foreigners. We have a lot
to learn so we have to change the attitude of business.

I hope that we can do the same with labor, who has somewhat
changed its attitude since the early 1960's, again for understandable
reasons. But I think when you look at the prospect of $4 trillion
worth of world trade by 1990, it is more promising of jobs than any
other program or area I can think of. But the fact remains that on
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the short range it doesn't look very encouraging to create a new
department.

I would like to say I think one of the reasons we are even in the
ball game, is that one of the few people who recognized the importance
of the problem is not only you but the chairman of this committee.

So that I guess in a way, to expand on what Senator Ribicoff has
already asked, if we cannot reach our ideal immediately, what is the
most important step we can take in moving in the direction that we
think is necessary for an active trade policy?

That bring.s me to STR. STR does have a number of assets. He is
already a member of the Cabinet so you are not creating a new
Cabinet officer. We already have, I don't know whether we should
call it an agency or what, but we have the institution anyway. So
do you feel that if we can consolidate much of this around the STR
that would be a sizable step forward in the direction we want to go?

Mr. WEARLY. We always must look at what is politically pssible,
I guess. If the STR had the staff and the functions embraced within
it to a much greater extent than it has today, that certainly would be
much better than what we have now. I think it depends on the atti-
tude that the administration takes toward just what they are going
to expect out of whatever post they finally bring up as the No. 1
post to r3flect the foreign trade situation for us.

I worry about the part that is of secondary importance in Commerce
because l think it will get lost there. If we had a great deal of clout
in the STR and all the functions put together there, or mnore of the
functions put together there, it would be much better tha. it is now.

Senator ROTH. One of my concerns, as you point out, with the
President's proposal is that you really have a two-headed monster.

Mr. WEARLY. Right.
Senator ROTH. We need both a lead agency and a leadman. I think

one of the reasons for Bob Strauss' success is that he had the ear of
the President, which I think is real essential. I don't know how we
resolve that immediate problem, Senator Ribicoff. But I (do think
that it is important that our trade leader, if you call him such, can
reach the President and those who speak for him.

Let me play the devil's advocate for a moment. Some people have
argued that without industry sectors, which are in Commerce, a DITI
would be divorced from domestic industrial policy. Would you
advocate the inclusion of domestic industrial policy in DITI?

Mr. WEARLY. Of course, as you probably know, the Japanese
equivalent embraces all industrial policy, both foreign and domestic.

I think that is a possible way to do it. We have not advocated that
in this situation because I think again it might just be politically
unpalatable to try to go that far. It has certainly been very effective
insofar as the Japanese are concerned.

Senator ROTH. Do you think the transfer of countervailing and
antidumping duties, factfinding, and administration of Treasury by
putting at least discretionary aspects in STR or the Trade Policy
Committee makes any sense?

Mr. WEARLY. I would like to call on Mr. Fox to comment on that.
Mr. Fox. It seems to me that the divided responsibility aspect is a

definite disadvantage. I think the Commerce Department on the
investigation side could be more effective than the Treasury, par-
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ticularly if it used its knowledge of the industry sector competitive
problems and perhaps could be more responsive to the needs.

It seems to me, though, that the essential point that we are making
is not to divide up the responsibilities between the negotiating agency
and the administering agency. It seems to me that the only way to do
that is to put the antidumping and countervailing duties responsibility
in a new Department.

The proposal that the administration has made starts off immediately
with two separate power centers, and then you constantly have to ask
the question, which one takes the lead? How do you divide up these
responsibilities?

Iin my opinion there is no answer to that except to consolidate the
responsibilities in one place. It seems to me the Department of Inter-
national Trade and Investment is the way to do that. If that is con-
sidered politically infeasible, an alternative would be to put it all in
the Commerce Department. But to continue to divide it seems to me
to be the least desirable.

Senator ROTH. I assume when you say we consolidate, you disagree
with Mr. Wearly's answer, do we do this in STR?

Mr. Fox. If in effect you are going to make the STR a Cabiret
Department but not call it a CabinetDepartment but call it a trade
office that has all the attributes of a department with very extensive
staff to accomplish all of the objectives, that is an alternative. Urder
those circumstances, it would be a Cabinet Department without tha
name "department." I think under those circumstances it would be a
step in the right direction. It would take a much bigger staff. You
can't do it with 50 or 60 people.

Senator ROTH. If we create a Department of Energy-both Senator
Ribicoff and I were rather active in that-it becomes a very large
bureaucracy. I agree there may be some need of some more staff,
but, frankly, , h3t I think we need is a lean, mean agency rather than
a fat, bloated bureaucracy. I think the President has some merit in
being concerned about creating another large bureaucracy.

Could you spell out with a little more particularity what you think
about that, either one of you?

Mr. WEARLY. I will start by saying something you might not like
to hear, but if we could set the Government up so that they just
didn't hamper or interfere with our ability to do business, we won't
need very much of a staff in the foreign trade area to help the major
companies.

I see the staff as being more one to handle Government interaction
and to help small companies in the export field. I really believe I am
not being foolish in making the suggestion that there are 500 American
companies that can very effectively compete in the world if we are
just not hampered by various strings that the Government ties to us.

Chairman RIBICOFF. If the Senator would yield, that is exactly
what I want from you, a list of areas where you consider you are
hampered by Government actions and activities.

Mr. WEARLY. Right.
Chairman RIBICOFF. I would like to take a look at that because that

would give us some assistance in where we go with this program.
Senator ROTH. Might I suggest that that be as specific as possible.

If there is any example that you want to be held confidential, I would

50-490 0 - 79 - 5
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assume that could be do:ne. In fact, I think the chairman makes a very
valid point. We do need specifics.

Mr. WEARLY. Very good.
I see the staff as being more to handle the intergovernmental situa-

tions that probably you know much more about than I. I am going
to ask Mr. Fox to comment on what he sees the staff doing.

Mr. Fox. I think basically you would use the staffs that now exist
in Commerce, Treasury, STR, and in the State Department. The only
area that I see that is substantially insufficient to carry out the
responsibilities is the area of implementation of the various nontariff
barrier codes negotiated in the multilateral trade agreements. That
calls for staff to monitor the compliance with the agreements abroad
and to work with American industry to bring any of the shortcomings
of foreign performance to the attention of American authorities so
that they can lodge protests in the GATT. I would think some buildup
of staff would be required there, with perhaps some reallocation of
staff abroad, so that the foreign service or the commercial service
function abroad would also take on the responsibility of monitoring
foreign government compliance.

But that is the only area that I would see as calling for significantly
increased staff resources. I just don't see this as a Department of
Energy type bureaucracy.

Senator ROTH. I think it would be a very serious mistake, and I
think it would make it very difficult getting any kind of reorganization
through. I agree with you, Mr. Fox, that there are some areas, and
I think the implementation of nontariff barriers should be an area
where we are going to have to have profess onally trained people to
administer those codes if they are going to be meaningful.

Frankly, one of my concerns, when you have these functions
divided, as we do not, is that they become competing in many ways.
I think that is where you get the growth of the bureaucracies. Would
you agree?

Mr. Fox. Yes.
Mr. WEARLY. I think that is a point that you will get differing

opinions from different businessmen. My perspertive is mainly as an
exporter. I don't have that much competition from imports from
foreign companies into America. Now if we were in a different kind
of business, m the consumer business or chemical business or so forth,
I think there would be much more interest in the trade aspects of
imports and things of that sort which I am not dealing with. Mr. Fox
is dealing more with those aspects.

Senator ROTH. Thank you, gentlemen, for your very helpful
testimony.

Chairman RIBICOFF. Senator Durenberger?
Senator DURE'NBEROER. Thank you, Mr. Chairman.
Before I start my questioning, I wanted to make one recommendation

to solve this problem in the event that Senator Jackson and other
Democrats are wrong and Jimmy Carter is reelected President of the
United States. I am going to recommend that Bob Strauss get even
with this committee by recommending that you be the STR in 1981.
[Laughter.]

Chairman RIBICOFv. All I could say, if I wanted to stay in gov-
ernment, I would stay in the U.S. Senate. I would much rather be
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asking the questions than answering them. [Laughter.] And I want to be
the boss. I don't want you fellows to.be the boss.

Senator DURENBERGER. Mr. Wearly, Mr. Brown told me at the
swim meet last night I could expect you to be a very insightful person
on the issue. From what I heard, you haven't disappointed anybody
here today.

I have two questions and I think they are related. The first is your
opinion as to whether it is reorganization that is needed or it is basic
policy change that is needed the most. I suppose part of that response
Is, both are needed in some way. But in your mind, should we be spend-
ing as much or more time looking at trade policy and necessary legis-
lative changes in trade policy in this country as we spend on trying to
reorganize the executive branch as it relates to trade policy implemen-
tation?

Mr. WEARLY. I am going to repeat a thing I already said, and that
is we certainly need firmly to establish a better attitude toward the
foreign trade area so that it is looked upon as a good thing to do. If I
may make a comment, about 5 years ago, I made an appointment to
see Mr. Meany, and the day I was supposed to see him he was ill and
so I wound up speaking to Mr. Kirkland, or I wound up with an
appointment with Mr. Kirkland. When he found out I wanted to talk
about exports, he said "I don't want to talk to you." He said, "That
is bad. I just won't -lk to you. There is the door."

Now, when we have an attitude of that sort which in his case I am
sure was misguided, because later I sent delegations of workers out of
our factory to go down and tell him, "This is good, this is what our jobs
are comprised of." But in his mind, anything that helped exports was a
ripoff for business.

Now those attitudes must be displaced. We have to finally decide
that America is no longer an island that can exist unto itself. We have
to be a part of the world training pattern. You look at the fact that 10
years ago we had 18 percent of the world's exports and today we have
12 percent of the world's exports, and several industrialized nations
have been rising all through this period, taking our share of the market.
If any of you were in a business that had lost a market share from 18
percent down to 12, you would think it is about time we fired the man-
agement. They are really getting in bad shape. This is the position
America finds itself in today.

I think we must decide, first of all, since we are becoming no longer
an asset-rich nation in the sense of natural resources, we have to bring
in natural resources, so we have to be a trading nation and we have to
export manufactured goods and we must make that a top priority in my
judg ent.

Now our policies then need to be formulated around that under-
standing, that exports are a vital part of our overall business.

Senator DURENBERGER. Thank you.
The second question deals also with this policy function. It comes

obviously from someone who has been part of this process a mere 6½
months. But let me give you just three illustrations of my job. I am
arguing for the sake of argument with your basic conclusion, which is
that policy and implementation functions are split between the White
House, the trade representative's office and the renamed Trade and
Commerce Department, that "we must have one strong policy leader
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who has the full implementation resources of a unified cabinet depar t-
ment, including the negotiating authority to both reward and punish."

Let me give you three quick illustrations. I just came from the
hearing in the Finance Committee on the President's nomination of
Patricia Harris to be Secretary of HEW. She was asked a question
about her independence as a secretary of a department, -. £s-a-vis the
President of the United States. She responded, and I think probably
appropriately, that her job is to recommend policy changes to the
President of the United States and then to recommend his policy to
the Congress of the United States. She commented on the fact th at he
is the only elected official in the executive branch and therefore it is
her function to carry out his policy recommendations.

Yesterday in this committee we heard from the General Accounting
Office on its analysis primarily of the failures of DOE in th3 policy
planning process, and the failures, as I could see them, are t )tal and
complete. As long as there has been a DOE and since 1975 in its prede-
cessor organization, none of the legislatively mandated policy planning
had been done by that agency. I would allow that it is not th3 fact
that the agency is too large, that there are too many bureaucrats. It is
a question of leadership and not only from the agency but from the
President.

The third is the whole thing that has been going on in this city
the last 2 or 3 weeks-the Camp David outreach, the sermon on the
mount, the so-called midsummer massacre, and that sort of thing; the
efforts on the part of the President of the United States obviously to
reach out beyond an executive structure to get policy advice to lead
the Nation. So somehow I come down with some sympathy for the
administration's position, that perhaps it is not a bad idea to consider
some degree of split between policymaking and policy recommending
in the STR, and a strengthened Department of Commerce which has
a combination of policy recommending and policy execution goals.

I would appreciate, in effect, your restating your support for this
position in light of the three events that I have just outlined.

Mr. WmARLY. The position of STR, as it has been, has been rather
what I call a nonpermanent position. It assumes importance only when
we have trade negotiations to take part in. Then it lapses and is not
maintained at a high level.

Now Mr. Strauss was persuaded to come in arid take this job, which
I think he did very ably, because we did have the trade negotiations
and they had to be carried out. I think he almost feels that job has
now been done.

Now if we are going to strengthen the STR, it has to have an ongoing
function, every day. It has to have people that provide a continuity
of policy rather than just one man to come in for a short time and do a
good job and then go on to some other post. I think had the President
said, "Mr. Strauss, we want you to take this on permanently," ihe
probably would have turned it down and said, "I don't want this job
permanently. I can do it as a one-shot thing for you."

Now the international trade function, however it is organized, has
to be a 365 day a year job and you have to have staff people who are
dedicated to this purpose all the time that will gradually formulate
policy based on their own knowlhdge. I just don't think a man coming
in and then going out and another man coming in is going to give us
what we need in the international trade field.
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I am looking for more permanence, continuity of policy, and purpose.
Senator DURENBERGER. Thank you. My point is if the STR is

overstrengthened, it would be more than a periodic appearance on the
public scene.

Mr. WEARLY. If it were.
Senator DURENBERGER. And if more policy planning authority were

given to the Office of STR, and that office were strengthened so it
would carry out that role, would you object to the apparent organiza-
tional dichotomy between the STR and the Office of the President?

Mr. WEARLY. I would like to ask Mr. Fox to comment a little bit.
Mr. Fox. What you are really saying is, if for reasons you can't

express, a single department isn't possible, is the second best alterna-
tive really satisfactory? My conclusion is it is not satisfactory. I think
you really need the resources of a full department with analytical
power. You know, deterioraton in the U.S. trade position didn't
begin in 1975. It has been in the making for 15 years. No analysis in
the Government stated clearly what was happening until the Bonn
summit. The Government went ahead on the assumption that it was
the oil import figures that were really damaging our trade account.
They did not realize that the more significant changes were in the
manufactured goods area.

That is not the responsibility exclusively of any one department,
but it is the responsibility of the system to detect that early enough
to bring about changes. I think divided responsibility tends to obscure
longer term analytical requirements. That is one of the reasons why
in Mr. Wearly's testimony we give emphasis to a combined, sustained
analytical function. It seems to me a divided responsibility of the type
that you describe, Senator, would perpetuate that division and con-
tinue the existing malfunction that has brought us to the point we
are now.

Senator DURENBERGiER. Thank you very much.
Chairman RIBICOFF. Senator Percy?
Senator PERCY. Mr. Chairman, first I would like to welcome Mr.

Wearly very much indeed. I have been highly critical of NAM
through the years. I had been a member for over a quarter of a
century in NAM. I am no longer a member.

I had the belief that the perception of NAM was that of a right-
wing, narrow-gauged, self-serving group of highly reactionary busi-
nessmen. [Laughter.] I said that many times while a member. I never
resigned my membership, but I have felt that very deeply.

I am very happy, Mr. Chairman, that I was able to say to NAM
at their annual board meeting in Chicago earlier this year that my
perception of NAM has totally changed. I hope it is not because
have left the membership now and gone into public life. But I think
NAM has become progressively one of the most outspoken voices
for the American interests in having a strong economy, visualizing
manufacturing as an integral part of that goal, but working to strength-
en America, along with strengthening American manufacturers.

I think your radio programs are excellent. I don't know whether
they are beamed all over the country as much as they are in Washing-
ton. I hear them all the time. I think they are good messages which
inspire confidence in the American business system. I have deep
confidence and reverence for them. I think NAM stands up now for
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the finest business organization in the country. Your appearance here
to help us with this tough problem is really immensely appreciated.

Mr. Chairman, I would like to use a few minutes of my time to
make a statement about the problem that you have been grappling
witl and to insert it in the record wherever you see appropriate.

First, I would like to commend both you and Senator Roth for the
role you have played in focusing our attention on the need for better
coordination of U.S. trade policies.

Whether it is the United States Chamber of Commerce that I
work with today or last year in Australia with the Australian Chamber
of Commerce, businessmen in the Soviet Union, who Senator Javits,
Senator Ribicoff and I met with a couple of years ago, or the business
community in Spain that I met with this year, all of these groups have
been extraordinarily critical of the way this country has organized
its efforts with respect to international trade. They really look upon
our effort as minuscule compared to the tremendous support govern-
ments around the world, particularly in the free world, provide to
industry and business. Certainly Japan, Germany, other countries are
really prominent in this area. So we really must improve the efficiency.

I pay full tribute to Senator Roth and Senator Ribicoff. Improved
management, efficiency and effectiveness in our international trade
programs are absolutely essential if we are to bolster this country's
competitive position in world trade.

W hen I came back from the Navy in 1945, one of the earliest as-
signments was to work in the building of factories around the world
distributing, setting up distribution points all around the world. In all
of my years, some 24 years' work in that field, I can't really recall any
help from the U.S. Government. We just plowed ahoad and did it on
our own.

But then other governments weren't nearly as well organized and
international trade wasn't nearly as complex as it is today. The
OPEC problem did not exist, a problem today that individual com-
panies can't counter. It has to be done on a government-to-govern-
ment basis for which we have to develop the mechanism.

A distressing pattern has emerged concerning the U.S. position in
international markets. From the midsixties through the early seventies
our merchandise trade balance has moved gradually from surplus to
deficit. With the exception of a slight upswing in 1974 to 1975, this
trend has persisted with the merchandise trade balance registering a
$31 billion deficit in 1977 and $34 billion deficit in 1978.

In his January 1979 Economic Report, President Carter stated:
The U.8. share of total manufactured exports of 15 industrialized countries fell

from about 30 pereent in the late 1950's to 19.2 percent in 1972. It rose to 21.1
percent in 1975 but has declined steadily since then, falling to 18.9 percent by the
first quarter of 1978.

Mr. Chairman, this trend must be reversed, and we should do every-
thing possible to increase our exports and our stature in international
trade. So long as our imports of oil are going up at an astronomical rate
costing the United States approximately $60 billion this year, we
simply must increase our exports to offset this experience. Otherwise
we aie going to have a declining, weak dollar for years and years
ahead meaning higher prices for everything we buy abroad. It makes us
less competitive, if raw materials and everything coming into this
country costs more relative to what other countries have to pay.
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For some 30 years I have been a supporter of liberal trade policies.
I agree with the President's statement in the 1979 report that the aims
of U.S. trade policy are to enable the United States, as well as other
economies, to benefit from the most efficient allocation of world re-
sources and to channel U.S. resources into sectors of comprative
advantage.

Both the large current account deficits and the merchandise trade
deficit stem in part from tariff and nontariff barriers imposed by our
trading partners. The MTN agreement will help to resolve this prob-
lem by encouraging the progressive dismantling of all barriers to trade.
But these deficits are also due to a loss of American vitality in the
world market.

I think it would be encouraging to those of us who long fought the
battle for freer trade to realize that this policy is becoming increasingly
accepted. Yesterday, as Senator Ribicoff managed the bill on the floor,
there were four Senators present. Twenty-five years ago it would have
been jampacked, filled with the same emotion we have on ERA or
on busing or abortion. Today it is almost a nonissue that *we are
goiug to be committed to freer trade. In a show of bipartisanship five
Presidents have set that policy in successive Congresses. This is tre-
mendously encouraging. We therefore ought to organize ourselves to
meet that new policy of this country--new, that is within the last
several decades.

Of course, the pressing need for more aggressive trade promotion
must be carefully balanced against the need to soften the impact of
sudden dislocations in domestic industries and labor markets.

I have never advocated pulling the rug out from under an industry
or company or not doing something to help them adjust to interna-
tional competition.

Unfair trade practices should be speedily dealt with by our Govern-
ment. Unfortunately, this has not always been the case in the past
and some industries feel that they have been victimized by unfair
foreign competition. To help ease industry's concerns in this area, I
have cosponsored Senator Danforth's bill to strea.m'line the U.S. Anti-
dumping Act so that its penalties are imposed 'nore quickly. I am
happy to note that most of the provisions in this bill have been in-
cluded in the MTN legislat'ion.

Certainly the U.S. Senate has worked very closely with this admin-
istration to see that we really move very, very swiftly on the dumping
of foreign products. There is no way we can compete with unfair
trade practices.

In examining proposals to reorganize international trade functions,
the committee must remember that the organization of our trade
apparatus is apt to shape trade policy for years to come. Therefore,
we should be careful not to choose a reorganization proposal which
would replace our commitment to increased trade and negotiated re-
ductions of trade barriers with what could be characterized as the
"stick approach" to international trade; that is, threatening tighter
quotas, higher tariffs, and other sanctions in a vain effort to reduce
our trade deficits. Shutting out competition from overseas when it is
fair competition is no way to reduce the trade imbalance. In addition,
our exports could become targets for retaliatory action by other
nations.
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Mr. Chairman, although having gone through the bath in the camera
business and seeig imports flood into this country from Japan and
Germany, I nevertheless supported such competition so long as it was
fair competition and the American consumer reaped the advantages.
Year after year I testified against the manufacturers who were pro-
posing protectionist measures before this committee and the Ways and
Means Committee, saying a freer trade policy should be the national
policy of this country.

To this day I never heard a stockholder say to me I had to support
the national interest- and subordinate our own. Now it has changed.
Today Bell and Howell's sales are $600 million as against $313 million
a few years back, 10 percent of which are related to photography and 90
percent to other commodities.

We were the ones who had to adjust, not the country in it policy
and position. So I feel very deeply that as we build in safeguards against
unfair competition, we should do so in a way to help industry get over a
hurdle of precipitous change.

But you can t change the policy of this country. We cannot stand on
our own or become a fortress in America in trying to keep everything
else out. What may help one particular manufacturer in the short run
is a disservice to bimn in the long run by being shielded from the eco-
nomic facts of life. That is not our job, to shield U.S. firms from the
economic laws of the free market, which we all deeply believe in.

What reorganization can do is change the focus and attitude of the
U.S. Government toward exporters and productive investment to pro-
vide an aggressive export policy. Many of our trading partners are far
more active in aiding their exporters than we are. An overhauled
structure for trade policy could help to invigorate American industries'
competitiveness in international commerce and win back a large share
of foreign markets which we have lost.

The President began this process last September in announcing a
national export policy. A reorganized trade machinery would help to
carry out the President's goals effectively while promoting an export-
oriented constituency, giving more emphasis to trade in national policy
objectives, and synchronizing export promotion policies with measures
such as incentives for domestic industry to spur investment in plant
and equipment.

The Commerce Department has estimated that 20,000 U.S. com-
panies export but that another 20,000 could successfully enter the
world marketplace. This is where GovernmeDt must really help.

We have tobroaden the coverage. We have to get as large of a percent
of our companies into exporting as Japan and Germany have today. It
can't just be the top 500 corporations that do 95 percent of the export
business in this country.

I urge the committee to consider carefully during these hearings
several specific questions raised by the trade reorganization issue.

The first I have talked over vwith Senator Ribicoff. I am concerned
about just another new Department being imposed. Is it absolutely
necessary? Is there some other way to strengthen and bring together
the agencies currently responsible for aid programs to achieve greater
U.S. competitiveness in world markets and to administer the MTN
agreement effectively? I doubt proliferating the bureaucracy during
these inflationary times is really the answer?
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Second, we should ask ourselves whether trade promotion programs
should be housed under the same roof with import relief programs.
Although a logical approach to trade reorganization would seem to call
for a general consolidation of trade functions, the inherent tension
between liberal trade and protectionist interests cannot be overlooked.
The struggle between these two differing philosophies on international
trade could paralyze U.S. trade policy rather than stimulating it.

Third, should trade negotiation be kept separate from trade policy
implementation?

In sum, Mr. Chairman, the complexities of reorganizing the Govern-
ment's international trade functions are immense, as evidenced by the
administration's struggle over the last 2 years to reach consensus on a
proposal. No reorganization should be madt in haste.

It is my hope that the questions which have been raised and other
ramifications of the trade reorganization issue will receive the careful
consideration they deserve. The close cooperation of the committee
and the administration, as well as private interests, should help to
solve the current deficiencies in our trade programs so that the United
States can regain its leadership role in promoting international trade
and at the same time strengthen our domestic economy.

I commend Senator Ribicoff and Senator Roth particularly for
raising this issue, as well Senator Durenberger, and Senator Javits
because in a partisan sense he is the chairman of the Economic
Committee Subcommittee of the Republican Policy Committee, which
I hope the Democrats would have a counter group to. We will be
issuing I think a very forthright, aggressive, hard-hitting economic
report that will address many of the problems we are struggling with
and lay a philosophical foundation with respect to Government policy
to really be implemented through a reorganization.

Though I think our process should be a careful one, Mr. Chairman,
I certainly pledge to you my full cooperation, with the highest priority
on time, to see that we do move forward as rapidly as possible with the
structured reorganization that I think is absolutely essential.

Mr. Wearly, I will submit my questions for the reccrd. I appreciate
your patience in listening to a statement that I wanted to give at the
opening of the hearing, but I am sorry I could not be here earlier.

Chairman RIBICOFF. Thank you, Senator Percy.
Senator JAVITS. Mr. Wearly, I use this time to apologize to the other

witnesses. I am deeply involved !n SALT II hearings. I wanted to
have a word with you and I will try to get back, Mr. Chairman, before
Mr. Snead will testify this afternoon.

I had one basic question. If you were at the export, President's
Export Expansion Council meeting the other day, you heard me raise
the question. I would appreciate your answer.

Mr. WEARLr. I was not there.
Senator JAVITS. That is, what is the relationship of labor to export

expansion? We have a big problem with labor-a very dug-in feeling
that we are exporting their jobs, notwithstanding the fact that I believe
today there is a real preponderance of jobs in exports over those who
are even peripherally hurt by imports. Now how do you suggest that
we should approach a better tie-in with labor so that it recognizes its
stake in the exports of the country?

Mr. WEARLY, That is certainly one of the adversary relationships
that has made exports look bad, because labor viewed it that way. I
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can speak for what we have done at Ingersoll-Rand to get labor on
our side. We have clearly 7,000 or 8,000 jobs that did not exist 10 years
ago, and those jobs exist today because of our exports. And on top of
that, we can document that our suppliers probably have another equal
number of jobs based on their supplying goods to us which we export.
So there are 14,000 to 15,000 jobs.

Now we have gone to our main export plants and we make sure
that the workers know every order that comes in from a foreign
country. We identify the order. They know they are working on it.
Possibly you weren't in here, Senator Javits, when I said I tried to get
an appointment to talk to Mr. Kirkland on this subject and h"e didn't
even want to talk about it. He just said, "If that is your subject, there
is the door." Subsequently, I had 15 or 20 of our workers--and they
were dressed like workers, they didn't come down with ties on, ',hey
came out of the shop-they came down to talk to the AFL-CIO and
they said, "These jobs we have are dependent upon exports and we
want your support." They even took the position they supported
DISC very strongly.

I think this is a misunderstanding with labor, and business has to
work on it. We have to work hard on it. I have brought a few labor
district vice presidents, not our local union presidents, but the district
vice presidents, into meetings with our workers. I think we came out
in a good position on that. So I would say that it is possible to convince
labor, but it is a tough job.

Senator JAVITS. Mr Wearly, how do you tie it into the reorgani-
zation?

Mr. WEARLY. All right. Here is how I tie it into the reorganization.
I will be a little circuitous, if you will forgive me.

In 1968 a delegation from Treasury came in to see me as the chief
executive of Ingersoll-Rand and they pinned a button me. That button
said something like "20 percent up." It had an arrow that pointed
up. We were in a trace imbalance position in 1968, so Treasury said,
"Our most important function is to get exports up.' They had wsith
them Commerce people and State people. They said, "Now these people
will all help you." I might add that out of this Treasury thrust that
started in 1968, ultimately DISC was evolved as, Treasury's idea for
helping exports.

You know it wasn't long until DISC was widely viewed as a ripoff.
Labor said, "This is no good." The Treasury even reversed their posi-
tion on it. So we have lacked what I call a consistent, ongoing policy.
It has been brought about by each department pushing what was
then its highest priority. At that moment Treasury was all for it.
Five years later they were looking for foreign income. They wanted to
repatriate foreign earnings. So they were way off of the expert thrust.

This is why I feel that if we define the requirement for America to
become a trading nation, and exporting nation, and have one de-
partment that has that as its top priority, we will not be capricious as
we are today with continuously changing priorities.

Chairman RIBICOFF. If Senator Javits would yield for a second,
one of the reasons that MTN was so successful in Congress was the
1974 Trade Act. We specifically wrote in the requirement that the
STR would establish advisory groups of every segment of American
society. Now it wasn't juet a question of industry exporters or im-
porters of textiles, but every phase of American society, including
Labor.
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That should be ongoing. In talking with Senator Roth we have
both concluded that we would definitely support reinforcing that
requirement in the reorganization. I think in the legislation we write
we can reemphasize and reiterate what we wrote in the 1974 Trade Act.

I think Senator Javits makes a very good point. But I think as a
result of the consultative process you will find that there was very
little labor opposition to this bill when it finally came together.
It was a classic example that Government does work, the executive
branch and the legislative branch, with continuous consultations, not
only with every American interest involved but between the Congress
and the executive.

We were involved in frequent trips to Geneva. Our staffs were in-
volved. We knew everything that was going on through Mr. Strauss
and the rest of the STR. And then we wrote the legislation together.
We weren't handed something. The executive branch and the Ways
and Means Committee and Finance Committee sat together and
wrote this legislation. It becomes very important in the complex
society to make sure that that continues in the future. I think no
one understands it better than you, Senator Javits.

While you were away, Mr. Wearly talked about the attitude of
Government to sort of punish the exporter instead of encouraging
the exporter. I think that when labor realizes its stakes in increased
exports and the jobs that are involved, it can be done. But you can't
put them aside. They definitely have a role in whatever advisory
committees we establish here.

Senator JAVITS. DO you adopt that answer, Mr. Wearly?
Mr. WEARLY. That is certainly a very good answer. I would like

to add, just to remind you gentlemen, a few years ago we had a Burke-
Hartke bill. I happened to be on a podium when you spoke against
that, Senator Javlts. But that was another thrust, almost saying,
"Foreign business is bad and we have to punitively tax you for doing
foreign business."

We need leadership in the ioreign trade area that can speak up
and keep us on an even keel.

Senator JAVITS. Mr. Wearly, when they lose, it is not a thrust.
Now that is one thing business doesn't understand. It better learn.
We know it. The art of democracy is 50 plus one; also a close call.
The bigger the issue, the closer the vote-except when Ribicoff
handles the bill. [Laughter.]

Chairman RIBICOFF. If the Senator would yield, you see, you miss
a very sensitive point that Senator Javits brought up. Burke-Hartke
failed. I was against the Burke-Hartke bill. Now you said there was
a change in views concerning DISC. I took the floor against Senator
Kennedy to keep DISC, and DISC did prevail. I think every member of
the FiIlance committee voted for DISC. So the fact that a group in
American society proposes something, that doesn't mean theAmerican
people or Government or Congress is for it. The points have to be
made. There are men who have large labor constituencies like every-
body around this table. But yet when we understand what is the na-
tional interest, we act accordingly. So don't complain about the failed
issues. You ought to take pride that there was a recognition of Ameri-
can interest and that was reflected in the vote of the Congress on
DISC.

Senator ROTH. Would the Senator yield for a moment?
Senator JAvIT8. Certainly.
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Senator ROTHr. I think the point that our chairman makes is very
much to the point Mr. Durenberger raised earlier, and that is the
question of which is more important, reorganization or policy. I
think both are of principal importance. The reason I say that-you
have the illustration of DISC, you also have the illustration of taxing
American nationals abroad. There was no one in the executive branch
of government to articulate the trade impact of these proposals. And
I have to yield to my chairman because he did lead the fight on the
floor to protect it. But what I want is somebody in government to
have an effective voice before the Congress as to the implications on
trade and exports. What we are trying to develop here is an effective
voice that will be not reacting but looking down the road to ways
and measures to develop policy and then be able to speak to both the
President and the Congress m a responsible manner. I think that
voice is lacking.

Thank you, Senator Javits.
Senator JAVITS. I just had a few particular questions.
Chairman RIBIcoFF. Go ahead. We have taken your time, Senator

Javits.
Senator JAVITs. Thank you.
The first one is this: What do you say about the commercial at-

taches? The administration plan proposes to move those in the princi-
pal industrial countries-they are really saying our principal trading
partners, which might mean some developing countries-from State
to whatever is the new department. Are you for that? Is the NAM for
that?

Mr. WEARLY. I think it doesn't go far enough. They propose to
move only some of them.

Senator JAvITS. You want to move them all?
Mr. WEARLY. I would move them all.
Senator JAVITS. Second, trade adjustment assistance is now partly

in Labor and partly in Commerce. Do you see the program suffering
from a lack of coordination between those two departments?

Mr. WEARLY. Definitely.
Senator JAVITS. So that is one of the reasons for consolidating?
Mr. WEARLY. Right.
Senator JAVITS. But you would leave the labor part of it in Labor?

That is this bill leaves the labor part of it in Labor.
Mr. WEARLY. Labor would administer the labor portion, that is

right.
Senator JAVITs. So it is the Commerce part you would move.
Mr. WEARLY. It is the Commerce part.
Senator JAVITS. Lastly, about OPIC, the Overseas Private In-

vestment Corporation, a particular baby of mine. The administration
says that they don't object now putting it in the new Department.
Do you feel strongly about that?

Mr. WEARLY. That it be in the new Department.
Senator JAVITS. Lastly, because it ties to the OPIC, I know that

you get back now for putting the ITC into the new Department, that
is something of a quasi-judicial body, or if you agree with that. We
have kind of a hangup around here about putting a quasi-judicial
body into a policymkingdepartment, on the theory that somehow it
could affect its decisions. hat do you say about that?
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Mr. WEARLY. I am going to ask Mr. Fox to speak on that because
that is a technical subject beyond me.

Mr. Fox. Our thought would be that the ITC would be in the
Department in a semi-autonomous fashion. There would be no in-
terference with the factfinding or the recommendatory functions of the
ITC. The difficulty with the ITC in its present status is that it
interferes with the effective negotiation with foreign governments on
particular subjects. In the course of the negotiation with Japan to
ncrease their imports from the United States, separate actions were
being taken by the Treasury and ITC on import complaint matters
that related to important Japanese problems. The inability of our trade
negotiator even to hold back the timing of those two unfair trade
practice investigations limited his ability to negotiate effectively with
the Japanese. So our thought would be that an ITC in this semi-
autonomous relationship with the Secretary of International Trade
and Investment would improve the ability of the head of that Depart-
ment, the Secretary, to negotiate our trade interests. Further, he
wouldn't be negotiating with respect to trade when it was perfectly
obvious he had no responsibilities with respect to that aspect of trade.
The existence of the ITC in the Department, it seems to me, would be
helpful to the negotiations function, helpful to the implementation
of our objectives to improve the fairness of international trade, and
should not lessen the objectivity of the analysis and recommendations
coming from ITC.

Senator JAVITS. Mr. Chairman, I thank the Chair and my colleagues
for their enlargement of my own efforts in this questioning. I thank
Senator Percy for his coined references to me. And I apologize, especi-
ally to Orville Freeman. I have to go to the Foreign Relations Com-
mittee.

Senator PERCY. Mr. Chairman, I would like to put one question
to our witness while Senator Javits remains because it is a subject
that both of us have worked on extensively ever since we have been
together here. NAM has long felt that productivity must increase for
American industry. We recognize that is one of the single largest
contributors to inflation, together with Government relations, which
adds so much cost to the consumer. So that working on the problem
of productivity, taking into account the philosophy of NAM, with
which I agree, that Government should not intervene where the pri-
vate sector can do it, what do you think needs to be done by Government?

Chairman RIBICOFF. Senator Percy, if you would yield, one of the
disadvantages of coming in late is the failure to understand that the
question was asked and answered by the previous witness.

Senator PERCY. On productivity, what this new department could
do to help us?

Chairman RIBICOFF. The whole problem of productivity, its role in
society.

Senator PERCY. Fine. Very good. I will read the record. I thank you
very much for anticipating our concern on the question.

Chairman RIBICOFF. Thank you very much, gentlemen. We took a
lot of your time. One of the reasons is we recognize the importance of
your group. You represent the people that basically, with agriculture,
are responsible for the largest part of our exports. There is a very
important role that you have to play. We thank you very much for
being with us.

[The prepared statement of Mr. Wearly follows:]
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Executive Summary of NAOI Testimony on Trade Reorganization

1. Growing U.S. interdependence with the world economy requires that the
formulation and implementation of U.S. foreign economic policy be accorded a
higher priority in the governmental system. Record annual trade deficits and
the dollar's weakness abroad perhaps are the most dramatic examples of the
competitive economic challe:nge facing this country. The currently unfocused
U.S. government approach to international economic policy-making and execution
is inadequate to these tasks.

2. Basic advantages to he derived from reorganieu governmental authority
over foreign economic policy lie in: (1) more consistent policy with greater
attention to international economic considerations, (2) enhanced international
negotiating leverage, (3) increased follow-up on international agreement
obligations and opportunities. (4) better analytic economic research. (5) improved
business promotion services, and (6) elimination of unnecessary duplication between
government departments,

3. Consolidation of currently scattered international trade and investment
functions of the government into a new department, coupled with an inter-agency
coordinating mechanism, offers the most substantial benefits for recognizing
the increased importance of international economics in both governmental policy
formulation and implementation.

4. The bill, S. 377, is an innovative and positive response to reorganiza-
tion needs which contains the necessary basic consolidation proposals to establish
an effective international trade and investment department. Several constrictive
modifications could be made in the bill, including provisions for a specific inter-
agency coordination mechanism, the further incorporation of ITC functions, and
the clarification of authority over trade adjustment assistance policy and
commercial aspects of foreign aid programs.

5. The Administration's recent reorganization proposal falls short of nec-
essary consolidation objectives. Trade authorities and functions still would be
split unnecessarily. There would not be a strong trade policy leader, with unified
cabinet department resources, whose primary mission is the improvement of U.S. com-
petitivenss in world markets.

6. NAM supports S. 377, with the suggested modifications, and urges positive
and timely Committee action on the proposal.
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Mr. Chairman and members of the Cosmittee, I am Willila L. Wearly, Chairman

and Chief Executive Officer of the Ingersoll-Rand Company. I am appearing today

on behalf of the National Association of Manufacturers (NAM) as Chairman of the

iM4 International Economic Affairs Committee. As you know, NAN is a voluntary,

non-profit association of some 13,000 business firms, large and small, located

in every state of the nation. The Association's member companies account for about

75 percent of American industrial output and provide about the same percentage

of the nation's industrial jobs.

My own firm is primarily a producer of heavy capital equipment, along with

some consumer products. We have manufacturing plants in 24 states and serve or do

business in 119 foreign countries. Our sales amount to over S2.3 billion, of which

about $4S0 million cons!ists of machinery and equipment exported from this country.

More than 6,400 of our employees in this country, or nearly 20 percent of our doli-

estic work force, are engaged in export-related jobs, plus nearly an equal number

for our suppliers.

NEW INTERNATIONAL CHALLenGE

The stake of my firm in world comerce, as well as that of many NAM me-ber

companies, has grown enormousy over the last decades. The internationalization

of the world econouy truly has reached the United States. Administration figures

show that one of every ninemanufacturing jobs in this country depends on export

sales; one out of every three dollars of corporate profits comes from international

activities, eitner exports or foreign investment; and imports supply over one-fourth

of U.S. consumption in twelve of fifteen key industrial raw materials. The share of
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trdoe in this nation's Q P hes doubled over the last decade or so and, if invest-

mont is included, the level of U.S. involvement in the world economy is at least

as great as that of Japen or the EEC, taken as a group.

This internationalization of the world econeoy Mhs brought with it mmerous

opportunities and challenges requiring new approaches in analytical. structral

and organizational terms. Hny U.S. companies have reorganized themselves more

than once in the past ten years to improve the functions of their international

operations. The U.S. Government, on the other hand, which naturally plays a

tremendous role as policy-maker, negotiator an energizer in dealing with the con-

sequences of economic interdependence, has failed to organize itself effectively

to meet these neo tasks. There is a growing perception in business, financial

circles, academia, the Congress and elsewhere that there has to be a better way

to develop and implement the nation's international economic policy.

The dramatic reversal of the nation's trade balance and the dollar's problias

in world markets have spurred consideration of alternative organizational proposals.

While overnment intervention in currency markets since late last year has bol-

stered the dollar, these are not long-term corrective actions and do not address

the fundmental problems which underlie the dollar's weakness. Last year the

United Stateos sustained nother record trade deficit of over $28 billion --

a figure that would have been unimaginable just a few years ago. :This deficit

has serious implications for the nation's economy in terms of higher unemploy-

ent, dollar problems abroad and growing inflation at home. While most press

accounts usually stress the admittedly large role of increasingly costly oil

imports in this deficit, it is often overlooked that the decline in our manu-

factured goods trade balance wes more significant last year than oil in account-

ing for the larger trade deficit. Indeed, our trade position in manufactured goods,

which represent two-thirds of the dollar value of U.S. exports, generally has been

80-490 0 - 79 - S
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declining rapidly in both absolute terms and relative to major U.S. trading com-

petitors. In just three years, from 1975 to 1978, the U.S. trade account in

manufacttred gpods dropped from roughly a $20 billion surplus to a deficit of

over SS.8 billion, while the surplus of Germany and Japan has jumped to over $S1

billion and $72 billion, respective&,.

BALANCE OF TRADE IN MANUFACTURES,
U.S., F.R. GERMANY, AND JAPAN,
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The United States has lost its once unchallenged position in world commrce.

In 1970 Germany moved ahead of the U.S. as the world'rs leading exporter of mu-

fnctured goods and since has widened its lead. The U.S. share of total world

exports has continued to drop from an 18 percent share in 1970 to only 13.7 percent in

1977 -- and bear in mind that every one-tenth of one percentage point represents

over $1 billion in trade, or 40,000 Jobs, $2 billion in U.S. GNP and $400 Million

in oederal tax revenue.

EXPORTS OF MANUFACTURED GOOOS
U.S., F.R. GRMANY, FRANCE, U.K. ANOJAPAN
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Some will argue that exchange rate developments - further devaluation of the

dollar or revaluation of the yen and the mark - will rectify' the U.S. trade problem.

Others mry contend that the current problem is mainly due to the business cycle; i.e.,

that because the U.S. has grown more rapidly than Japan or Western Europe in the

last few years, it is importing more end exporting less than other countries in

response to this conjuncturel business cycle situation. I believe, however, that

reliance on exchange rate developments or business cycle changes to correct the

American trade position and improve the U.S. balance of payments position more gen-

erally, represents a theoretical view held by someeconomists, but shared by very

few businessmen.

Much of the responsibility for the poor performance of U.S. exports must fall

on government, both the U.S. and foreign governments, for their increasingly counter-

productive role in international business transactions. The U.S. government, for

its part, recently has been succeeding more in discouraging rather than prooting

increased exports. The absence of effective export stimulants, the continued growth

of bureaucratic red tape and the often counterproductive use of presumed export

leverage to pursue non-economic policy objectives, have all served to place a series

of self-imposed restraints on U.S. exports. Additionally, the U.S. Government has

not been able to act effectively against foreign countries engaging in unfair trade

practices which have brought harm to important segments of U.S. industry.

In short, the U.S. Govrnment has not effectively pursued this nation's increased

international economic interests, either in supporting U.S. foreign business activities

or resisting the unfair practices engaged in by other countries on behalf of their

own national industries. We believe that the Government simply has not kept pace with

the country's charged economic realities. U.S. interests in the international
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economy can no longer be the poor step-child of other national concerns. This

policy area deserves high-level attention on a sustained, integrated basis and

requires * ton policy spokesman and advocate at the cabinet level of government.

Today there is no single government department charged with looking after this

nation's international trade and investment position. In fact, the currently

scattered system of diverse, overlapping or even competing functions and authori-

ties almost guarantees that there will be no adequate guidance in this vital

national interest area.

INTERNATIONAL TRADE REORGANIZATION PROPOSALS

Senator Abraham Ribicoff (D-CT), this Comittee' s Chairman, and Senator

William Roth (R-DE), have introduced a bill (S. 377) to consolidate the currently

frapgmented federal policy-making and execution apparatus into one Department of

International Trade and Investment (DITI). The bill does not expand the size of

th- Cabinet, since it subsumes the Special Representative for Trade Negotiations

post, and does not authorize any new bureaucracy nor government regulatory activity.

It does, however, provide a consolidated policy Depar-.ent with a strong mandate

and the tools to promote and protect U.S. international trade and investment interests.

Senators Robert Byrd, Adlai Stevenson and others have introduced bills which

offer a soowwhat different consolidation pattern, but are directed at similar

objectives. The Administration outlined its own reorganization proposal last week

and testified before the Committee on Monday.

After nearly a full year of study during 1978, NAM's International Economic

Affairs Committee voted last November to sufport a modified version of S. 377.

would like to describe our reasons for that decision, since the ratiohialt, under-

lying the decision constitutes the criteria against which we measure all current

reorganization proposals.
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REORGANI:ATION OBJECTIVES

A reorganization proposal should not be viewed as a panacea for basic economic

problems. It does not replace the need for an expansion of productive capital

investment or other important economic requirements that relate to domestic as

well rs international economic policy. However, a reorganization should help

improve the U.S. government's ability to respond effectively to at least six identified

major problem areas of inconsistent policy, negotiating leverage, international

agreement enforcement and follow-up, analytic economi: research, bu.-iness promotion

services and eliminating unnecessary duplication. NAM support. a consolidated

Department of International Trade and Investment(DITI) as the best reorganization

alternative to meet these objectives.

Inconsistent Policy

A DITI Cabinet Officer would be in a strung organizational position to become

a needed advocate for broad, ineernational economic views to counter-balance State's

diplomatic focus, Treasury's financial outlook and various agencies' self-interest

perspectives. This top-level advocacy would be complemented by DITI's staff

capability to assume leadership positions on specific inter-agency policy groups.

By building such institutionali:ed international economic advocacy views into the

system, new policy initiatives harmful to U.S. international economic interests

more litely would be challenged at an early stage, while efforts could be made to

alter or clarify presently inconsistent policies. \bsent a cabinet department

charged with international economic policy responsibility, the current situation

is likely to continue with authority scattered in diverse agencies, each pursuing

interests more central to their mission than U.S. economic competitiveness in

world markets.



For ex4.pie, export promotion has for many years been promulgated as a national

policy goal. Periodically there are special efforts to fashion a new governmental

effort to encourage U.S. business, particularly smaller firms, to enter the over-

seas market. However, the present export programs like trade fairs, embassy

commercial officers or the DISC are overwhelmed by the continued proliferation

of governmental restraints on exports, Long-standing export controls in security -

sensitive areas and antitrust policy inhibitions are now being joined by human

rights considerations,environmental impact studies and other self-imposed export

disincentives. The bureaucratic requirements of these programs not only conflict

with a national export promotion effort, but they Ire particularly burdensome and

restrictive on smaller firms lacking large administ;rative staffs and unfsamilar

with the rigors of multinational, cross-cultural marketing. A strong Cabinet-level

advocate of international economic goals is needed to challenge the desirability

and specific application of proliferating non-economic controls on U.S export

promotion efforts.

The Domestic International Sales Corporation (DISC) is another good exaeple

of how inconsistency can help undermine a beneficial program. The DISC was

established to help promote U.S. exports and partially offset foreign export

subsidy measures. The debate ensuing from calls for its termination point to

the need for a better coordinated government policy benefiting from a broader

overview perspective. The Treasury Department focuses on DISC tax revenue

questions, the Commerce Department on export promotion and the STR on negotiating

a tr de-off in reducing foreign export subsidies. Governmental policy on DISC

seemingly shifts with the ebb and flow of these several departments' interests

and fortunes, creating uncertainty as to the future of the program and government's

commitment to its objectiv.s. Under these circumstances, companies are under-

standably reluctant to undertake long-range export expansion efforts 'hich may

be undercut by government policy shifts in mid-stream. Other similar examples

of negative impact from such inconsistent policies are evident in the recent

controversy over calls for foreign environmental impact statements on exports;
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extraterritorial enforcements of U.S. antitrust, corrupt payments, and other

a.reas.

NEGOTIATING LEVERAGE

Most other industrialized nations have a centralized, consolidated trade

administration organization. The organizationally scattered trade authority

in this country means that U.S. negotiating interests can be compromised by

uncoordinated actions and positions among the various government agencies

involved in international economic activities. Foreign negotiators are able

to exploit position differences among U.S. agencies while American officials

cannot draw upon all the potential negotiating leverage inherent in this country's

central role in international commerce. This point was referred to in hearings

before this Cormittee last year in the presentation by former Deputy Special

Trade Representative Harold Malugren.

A DITI would integrate many of the g-vernment's international economic

activities into one department, while also providing the incentive and capability

to staff a coordinating mechanism to tie other agency functions into the information

needs and policy positions of a central negotiating team. For example, Ambassador

Strauss might have benefited in his effort to open up the Japanese economy to

U.S. imports if he had had some means of taking into account and influencing the

course of civil air negotiations with Japan concerning landing rights in the

Dallab-Ft. Worth area. U.S. negotiating strategy and tactics can benefit from

the coordinated leverage which may be available through knowledge of discussions

in such areas as aviation, fisheries, communications, agriculture and others. The

DITI role in integrating governmental international economic functions with approp-

riate inter-agency coordination leadership watld enable it to develop over time the

type of "institutional memory" currently lacking in the U.S. government which would

underpin U.S. negotiating leverage in future international economic discussions.
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Another ve., important application of improved U.S. negotiating leverage con-

cerns the proliferation of foreign governmental involvement in trade flows, particu.

larly regarding st sidization of export promotion drives. A consistent and

coordinated U.S. government response is needed to unfair foreign trade practices.

The current U.S. system lodges countervailing duty and anti-dumping actions in the

Treasury Department, certain investigation and recommendation functions with the

International Trade Comission (ITC), negotiating authority for orderly marketing

agreements or other arrangments with the Special Trade Representative's (STR) Office,

with various other functions falling to the State Department, Agriculture Department

or other agencies on specific subjects such as sugar imports quotas, comodity

negotiations, etc. The consolidation of most of these functions under the centra-

lized direction of a new DITI structure, while drawing on specific agency expertire

where necessary, would give the U.S. a better coordinated and effective mechanism

for dealing forcefully with unfair foreign trade practices.

INTERNATIONAL AGREEMENT ENFORCEMENT AND FOLLO-UP

Closely related to the need for better negotiating leverage is the require-

mint of effective follow-up mechanisms to implement international trade and

investment agreements. The most important example concerns the non-tariff

measure agreements just concluded in the Geneva multilateral trade

negotiations. Regardless of the substantive merits of these agreements, codes

in areas such as subsidies, government procurement and standards, will be

meaningless for U.S. interests unless an effective follow-up enforcement

mechanism is devised. While full use will have to be made of the GATT

Secretariat and other relevant international bodies, the task of vigorously

defending U.S. interests in the implementation of the codes must fall primarily
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on the U.S. government. The job really will be two-fold: to take full advantage

of new U.S. trade opportunities resulting from tariff or non-tariff measure

concessions, and to assure proper enforcement of the inte national rules against

unfair foreign trade practices.

First, there should be a systematic atttapt to exploit fully the trade or

investmtent opportunities for tne U.S. which are achieved in an international

trade or investment agreement. Although there are differing opinions as to

whether the U.S. s.lccessfully negotiated for everything it might have from the

"Kennedy "iound" of trade talks in the 1960s, there is little dispute that there

was incomplete follow-up to exploit the potential trade opportunities which were

Fained. A similar challenge will arise in translating potential gains from the

current round of multilateral trade talks in Geneva into real export gains for

U.S. business. The reali:ationof such trade growth requires a coordinated follow-

up program to communicate the potential opportunities; encourage the developmer.c

of new export efforts with adequate commercial information, export credit financing,

license approvals, etc; and assure that foreign government actions do not close off

the newly negotiated opportunities. This type of practical implementation follow-up

would be handled best by an integrated DITI-like structure which has the added

advantage of first-hand knowledge of the agreements, since the DITI would handle

their negotiation.

Closely related to the above point is the second track of follow-up actions

to ensure vigorous enforcement of agreed ir-:rnational and national rules and

regulations aga'nst unfair foreign trade or investment practices. The U.S. network

of Treaties of Friendship, Commerce ard Navigation with other countries has been a

useful, but seldom fully enforced standard govern;rg bilateral economic relations.

Similarly, the U.S. has not effectively utilized GATT procedures nor other accords,

like the OECD agreement on the liberalization of capital movements, to protect

the nation's interests in international commerce. This problem of effective enforce-
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ment follow-up will be even more important with regard to the various codes nego-

tiated in the multilateral trade negotiations. There is widespread recognition

that non-tariff measures, particularly subsidies, customs regulations, licensing

practices, government procurement and product standards, have surpassed tariff

rates in terms of their impact on world trade. Negotiated codes to constrain

governmental intervention in these areas will seek to prevent or reduce such trade

distorting tactics. However, any satisfactory international agreements on these

topics will require a sophisticated U.S. implementation capability to ensure that

the agreti rules are enforced. The same conclusion holds regarding utilization of

the less detailed but still important 1976 OECD agreements on national treatment of

foreign enterprises and international investment incentives and disincentives. An

integrated U.S. trade and investmrent department offers the greatest potential for

providing the continuing enforcement and implementation attention needed to achieve

U.S. economic objectives.

In the past the U.S. too often has let potential new trade opportunities slip

away and been unable or reluctant to seek redress against unfair foreign actions.

A unified cabinet department such as DITI, which has responsibility for negotiating

the agreements and which also incorporates the government's trade promotion mechanisms,

would be ideally situated to follow-up effectively on agreements coming out of

multilateral trade talks or in relation to other areas, as for example the national

treatment or capital movement agreements in the OECD.

Analytic Economic Research

The current scattering of agencies with some involvement in international

economic func.ions has dispersed the government's data-collecting and analytic

research capabilities. Despite the government's collection of massive amounts

cf raw information, there is little long-term or in-depth analysis done by the

federal government on fundamental international economic is.;ues. The integration
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of information-gathering and analysis staffs in a DITI would enhance the capabil-

ity to identify and encourage future areas of national economic strength as well

as provide the earlier warnings necessary to help avoid domestic dislocations

arising from international economic forces.

During the periods of a large U.S. surplus, American industrial competitive-

ness was taken for granted and little attention was paid to component elements

which provided the surplus position. Now that the trade account has dramatically

reversed into the deficit category, there is some concern about injured domestic

industries, but still little evaluation of economic strength areas. Manv foreign

governments target export growth industries and encourage their expansion. The

U.S. system does not and should not allow for the same measure of governmental

planning as is carried out abroad, but U.S. policy-makers should be more aware of

the elements of the country's economic strength when developing negotiating strategy

and follow-up programs to maximize U.S. export opportunities in future years. A

centralized analytic staff also could provide more accurate assessments regarding

the effectiveness of various government programs, such as the DISC. One of the

problems regarding the DISC is the absence of an authoritative professional

study which can draw on consolidated government information to evaluate

properly the program's effectiveness in terms of its full international economic

implications.

There has been a reccit increase of concern regarding the adverse impact on a

number of domestic industries due to international economic factors. Import com-

petition, particularly resulting from subsidized or otherwise unfair foreign

practices, has highlighted this development. However, other domestic dislocations

can result from longer-term shifts in the relative competitiveness of economic

factors in various countries. There has been much discussion about the dosir-

ability of some form of "early warning" system for such dislocations, especially

to key appropriate adjustment actions. However, early identification of economic

trends or foreign government actions likely to affect adversely U.S. domestic
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interests are unlikely without a professional economic analysis drawing upon

consolidated government data. The growing interdependence of the U.S. with the

world economy aakes it imperative that the U.S. Government develop an analytic

research capability which can underpin informed and timely decision-making on

foreign economic policy issues.

One further illustration of the disadvantages of the current information

gathering and analysis system arises from this country's experience in conduct-

ing multilateral trade negotiations. The governmentel specialists who are to study

and evaluate the international competitiveness of thousands of particular products

are dispersed in at least four major department and agencies: Comerce, STR, ITC

and Agriculture. The U.S. approach to negotiations essentially has been to begin

from scratch each time, attempting to use the STR Office to forge the necessary

coordination links between the various staffs to provide a thorough and coherent

analysis. Without denigrating the enormous efforts of the involved individuals,

this approach has had obvious problems and does not serve the country well. The

relevant analytical staffs should be consolidated into one internationally-oriented

department. There they can formulate the best integrated positions and also develop

over time the institutional memory from one negotiation to the next which has so

benefited our foreign trading partners.

Business Pronotion Services

Business promotion services such as export expansion efforts and Eximbank

financing could be aided by closer coordination within a single department 1

framework. Certainly for smaller companies new to the overseas marlet, an inte-

grated international trade and investment department would be a less confusing
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and more reliable ally than the current array of agencies which offers various

facets of business facilitation services. A new exporter or smaller firm is

especially inhibited from taking advantage of government business facilitation

services because they are scattered in a Washington bureaucratic maze nearly in-

decipherable to someone new to the area.

Consolidation of business facilitation services such as Commrce trade fairs

and buyer information. Eximbank, State coinmercial opportunity programs, OPIC and

other related areas should improve coordination among the services. A smaller

firm seeking to enter the overseas market could be directed to one central contact

point in a consolidated department which could in turn draw upon the full range of

integrated inhouse facilities to construct the package of services appropriate to

the firm's needs. Additionally, the presence of the analytic research capability

in DITI would complement the facilitation servicei: and improve the ability of the

government to work with U.S. business to meet increasinq:, sophisticated foreign

competition in world markets. Foreign government-business "combinations" often

out-class even the largest American firms in their efforts respecting major fore.gn

projects. Larger firms thus also could work more closely with the U.S. Government in

overcoming efforts by foreign firms supported by their guvernments.

The U.S. Export-Import Bank exists to serve U.S. exporters in financing, insur-

ing or guaranteeing export transactions. However, the fractionalization in over-

sight and direction of Eximbank policies and programs limits the Bank in terms

of customer services as well as reduces its ability to achieve an international

reduction of export financing support levels. As a completely separate agency,

Eximbank has lacked departmental support to uphold its mission objectives

in both interagency and Congressional reviews of its policies. This relative

institutional weakness inhibits the ability of the Bank to advance its programs
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as an integral part of U.S. foreign economic policy objectives. In recent years

this problem led to a cutback in Exiabank support of U.S. export financing needs

and the imposition on Eximbank programs of various restrictive non-economic

constraints. Additionally, the relatively poor results obtained thus far in U.S.

efforts to achieve an internationally-agreed lowering of export financing support

levels .sy be due in part to the absence of an integrated international economic

department with adequate incentive and negotiating leverage to accomplish such

an agreement. Consolidation of Exibank within a DITI structure would more

closely align Eximbank policies with overall national economic objectives and

provide the agency with the departmental support to help accomplish its mission

to facilitate U.S. exports through offering American experts financing arrange-

ments competitive with those offered by our major foreign competitors.

Unnecessary Duplication

A counterpart benefit to the improved analytic and service capabilities of a

DITI would be the elimination of unnecessary and costly duplication of activities

which currently exists in many international economic policy areas. Information-

gathering functions of Comeerce, Treasury, the International Trade Commission

and other agencies could be combined in a way that reduced the reporting burden

placed on companies while providing a centralized collection point so that

policy-makers are aware of all the data which is available to them. Currently, despite

some good efforts by the OHM to regularte governmental survey efforts, there is still

a great deal of overlap and duplication in information being sought and a general

ignorance, both public and private, of the data which are already available. One

basic problem is that many different agencies are authorized by various statutes

to conduct studies in ambiguous international economic areas. Better control over
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these broad investigatory ant survey powers could be managed through a consolida.

tion of the government's information-gathering and evaluation staffs into a

centralized unit in one department. This integration would also provide a more

accurate and readily accessible assessment of what data already is available to

policy-makers. 4any functional or regional department sections also could be

consolidated -- for example, the numerous East-West trade and Middle East bureaus --

to effect a cost-savings while providing for more centralized data evaluation and

policy follow-up. %ajor departments such as State and Treasury would need to retain

socie broad international economic stafr capability since theqe issues can impact

heavily on their principal poli:y missions. However, specialized staff functions

should be transferred to a new department and statutory restrictions placed on the

reestablishment of duplicative activities.

POSSIBLE COUNTER ARGIJENTS

There are several counter arguments to a DITI-type organizational approach.

Two concerns reflect nesrly polar opposite exp.ctations--that DITI iculd be a weak,

redundant agency or that DITI would be a powerful government mechanism subject

to "capture" by a narrow, single-minded trade philosophy. The firit objection

anticipates that departments and agencies currently involved in international

economic affairs would somehow either retain their supposedly transferred functions

or would build them up again after a short period of time. In this view, creation

of a C lTI would simply add a redundant layer of bureaucracy with duplicating

sections being maintained in the other major departments. One way to safeguard

against this possibility would be enactment ef l'gislative provisions strictly

limiting staff expansion in the departments from which functions were transferred.



93

The other fear of an excessively strong department rests on two bases.

First, support for a powerful government department seemingly runs counter to

general business opposition to greater government intervention and control in

the economy. A well-organized, coordinated department eventually could develop

planning and regulatory functions which might add further controls and restric-

tions on private enterprise. Partially offsetting this fear is the recognition

that some degree of government involvement is unavoidable and, in the international

arena, private companies often will need active U.S. Government involvement to

gain removal of foreign government restrictions or unfair practices. In fact,

the new multilateral trade agreements presume such governmental involvement.

The other factor underlying a fear of a strong department is its possible

capture by a single, doctrinaire trade philosophy, either protectionist or totally

free trade in outlook. The broad international economic scope of DITI's mndate

might enable it to disrupt or override current organizational checks and balances

between competing policy interests. However, a DITI in the U.S. would not be

comparable to the unitary policy control .ometimes exercised abroad, such as by

MITI in Japan. Potential counter-weights mould still be present in the U.S.

system through, for instance, the broader economic policy-making role of Treasury

and the integration of domestic with international economic policy concerns in

councils such as the Economic Policy Group. What DITI would seek to do is provide

a stronger international spokesman and negotiator st the top, while integratine

lower-level policy-making and implementation into a more identifiable and there-

fore presumbly more effective and responsible organizational unit. It should be

recognized, however, that business should not expect a DITI necessarily to be

a spokesman for business interests per se, but rather for general U.S. inter-

national economic policy interests which bring the broadest benefit to all

economic sectors.

50-490 0 - 79 - 7
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A third major objection to the DITI proposal concens its feasibility.

The current sentiment in the Executive Branch to a DITI proposal appears to

range .om hostility to cautious interest. Some key Administration figures have

expressed initial opposition to a separate international economic department, while

a few have suggested that the idea merits consideration in light of the seriousness

of current international economic problems. It should be anticipated, however,

that departments which would lose functions and personnel to DITI could constitute

a major political obstacle to Administrative support for and final Congressional

passagt of such a bill.

Suma. y Arguents

The following susmary outlines major pro and con arguments which generally

are raised with regard to the proposal to create a new consolidated international

trade and investment department, partic.ilarl as it relates to U.S. business

interests.

CON

1. Most problems stem from differences
in the economic systems used by
different countries, and U.S. govern-
ment organizational changes won't
affect such basic differences.

2. Companies have learned to work
w:th the status quo, using diverse
cor.tact points. Some may have no
particular reason to be dissat-
isfied with the current structure.

PRO

While not a cure-all, a strong Cabinet
advocate would strengthen international
economic interests in top Admiic.tra-
tion policy councils and help restrain
agencies whose own particular interests
may conflict with foreign economic
policy goals.

All companies could benefit from less
fragmented authority where resolution of
U.S. policy problems requires identifi-
cation of responsibility. Sm4ller
companies especially would be better
served by' a "one-stop" integrated
department than the current confused
scattering of programs In many agencies.

I
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CON

3. Support for DITI would he Aup-
porting greater government inter-
vention and control in the economv
rather than opposing such .1 trend.

4. A better organized, coordinated
government department could he-
come a powerful opponent anu
seriously inhibit company opera-
tions.

5. On many international issues,
competing interests need to be
brought to a head in the White
House for decision and could not
he resolved by a new department.

6. Individual personalities rather
than government structure make the
most practical differences in
government action.

7. A new Department would inevitably
mean more staff and governmental
expenditures, adding new tax
burdens without necessarily
eliminating internatirnal economic
functions in some of the currently
involved agencies.

8. A new Department is not politically
saleable. It cuts across Congres-
sional jurisdictions, would be
opposed by agencies losing functions
and does not have Administration
support.

PRO

Covernnent involvcment is a fact which
will not change, especially in the
international area. It is better to
try to improve government policy than
to fight against any governmental role.

An effective international trade depart-
ment is necessary to pursue U.S. interests.
For exarple, implementation of NTB
agreements arising from GATT negotia-
tions will require constant follow-up
that fragmented agencies are unlikely
to provide. In areas such as govern-
ment procurement, industry needs U.S.
government involvement to gain removal
of foreign government restrictions.

A small White House coincil could
handle particular policy issues re-
quiring direct Presidential involve-
ment, while maintaining the advocacy
and operational integration functions
of a r.e, international economic department.

It would be easier to attract good
people to lead a better organized, more
powerful international economic d-?prtnent.

Costs could he constrained in a new
department. especiall? through statti-
tory limitations on staffing in other
agencies where functione hase been
trinriserreJ to the new department.

No. may be a good time to tres for a
new department because of the public
recognition given to the trade deficit
and dollar problems abroad. An- re-
organi:ation proposal encounters
Congressional ;uriadiction difficulties,
while the longer-ringe Administration
pos:tion on the issue -annot be pre-
d:cted.
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RECoM.ENDED CHANGES TO 5. 3'

We believe that the bottom line to this analysis regarding an International

Trade and Investment Department proposal comes out clearly on the positive side.

There is now better recognition of the serious international trade problems fac-

ing this country and a growing consensus that strong steps must be taken to help

correct the continuing riospect of a large national trade deficit. Govrment

reorganization is not a panacea, but it is a necessary' ten to connloment

other policy actions. It is NAM's positioe that the consolidation of cur-

rent international trade and investment furctions into one department is the best

alternative approach to this problem. We support passage of the bill (S. 37')

before this Committee, but we would like to suggest a few modifications in it.

The majorchange which we would recom end for S.377 is the addition of a

specific inter-agency coordination mechanism. It must be recogni:ed that even

with the formation of DITI, the State and Treasury Departments would still retain

limited basic staffs to deal with major international economic issues, where their

basic governmental role requires that they deal with foreign governments on ques-

tions related to such issues. Other agencies whose role is basically domestic

also are involved in policy matters affecting business abroad. Some examples

of such overlap are the Environmental Protection Agency, the Civil Aeronautics

Board, the Nuclear Regulatory Commission, the Federal Trade Commission, the

Federal Communications Commission, the Antitrust Division of the Justice Depart-

ment, etc. An inter-agency policy coordination mechanism seems desirable to tie

these agencies into the policy process, as will as to make certain that DITI takes

into account the viewpoints of the mainline Departments of State, Treasury,

Commerce, Labor, Agriculture, Energy and Defense.

The inter-agency coordination mechanism could have two levels. First, a coordina-

ting body could be set up in DITI with standing committees in major issue areas such

as international commodity policy, export promotion, trade and investment negotiations,

etc. The regulations governing this inter-agency body should give clear policy
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leadership t' '! .. .hoe. -af' I ou}J a, aq it (. rtJr .'. hericti,- n.;l; -f *!,-

coordination mechanism to ach iee better po llyc nslsr enc and effecti.e Inter-

national negotiating leverage.

Some issues, of course. will ultimately need a foc.al point for White IHouwe

decisions. Thir need seems most likely to arise where the ilssue involve part:-

cularly complex interrelationships between domestic and international economaic

policy and in regard to policy items with a high domestic or foreign politi.al

content. Therefore, the second coordination level should insolve an International

Trade and Investment Group (ITIG) created in the White House, with appropriate

Cabinet-level membership, but chaired by the DITI Secretarv. This Grcup, with a

small staff to handle meeting mechanics and the preparation of papers for the

President when necessary, would he designed to insure top-level inter-agency con-

sideration of major policy issues with an oer-all or government-wide focal point

that can best be achieved at the White House.

Some issuies obviously still would be susceptible to bureaucratic pulling and

hauling, especially as to whether the decision-making body should be ITIG or the

Economic Policy Group (EG). However, such conflict probably would be unavoidable

under any circumstances and the ITIG mechanism at least gives the DITI Secretary

a better advocacy position and a higher degree of expertise regarding international

economic concerns than currently exist in White House councils. In contrast to a

CIEP-type alternative, the ITIC would not he expected to handle the broad range of

mid-level inter-agency issue coordination [this function would be performed by the

PITI-based mechanism). Thus, the narrower mandate of ITIG, focusing on only important

issues unresolved at ,ower official levels, should al.>w sufficient attention to key issue

without resort to a large White House staff. This approach also recogii:es that

active direct Presidential involvement is a factor which cannot be assumed on a

continuing basis. Therefore, the Group's :hairmanship is delegated to the DITI

Secretary, allowing for discretionary Pres:dental participation as warranted, yet
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Cabinet level appointee.

A second modification to the bill would ,)e to incorporate the International

Trade Coemission (ITC) fully into the new department. The ITC could

function in the same semi-autonorious manner as provided iln te bill for

Eximhank and OPIC. We reccrni:e the legislative history behind a fully indepen-

dent ITC, but we question if the raronale would 'Je as valid in the light of a

broad reorganizatioi giving one Cabinet Secretary clear responsibility in the

international trade area and specifying strong Congressional oversight authority

of that department's work. We do not believt it necessary to retain

some parts of the ITC's international trade functions in a fragmented manner

outside of r consolidated departmental structure.

Finally, we suggest some further broadening and/or clarification of the

proposed department's authority, specifically in the areas of trade adjustment

assistance and foreign aid. A DI; should have overall responsibility for and

authority over trade adjustment assistance policy. This change is especially

desirable given the probable relationship of trade adjustment assistance programs

co any final agreement on a multilateral safeguards code. Provision should be

made, however, for a delegation of program implementation authority to other

departments, if appropriate. For example, the Labor Department logically should

administer the worker adjustment assistance programs, but DITI should have full

authority over the program's po;icy aspects to assure that it fits within a

coherent national trade policy. A good model for this approach is provided in

the bill already, where DITI is given authority over international agreements on

agriculture, but many Foreign Agriculture Service implementation functions are

retained by the Agriculture Department. We believe that the agriculture and trade

adjustment assistance programs are sufficiently specialized that they would

benefit from administration within one of the other Department,. but DITI should

have general international policy authority over both areas.
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use of mixed credits. This is an area where the U.S. is being placed at a dis-

advantage by other governments which are able to offer a trade financing package

with concessional aid components In it. Perhaps the best way to handle this

issue in the bill would be to add in Section 4 a function specifying that PITI

should coordinate the use of mixed credit arran;ements until such time as some

effective international harmonization standards on this practice are established.

COMMENTS ON OTHER REORGANl:ATlIN PROPOSALS

The preceding discussion has covered the benefits of consolidating the

government's trade and investment functions and authorities into a 1:epartment

of International Trade and Investment, as well as suggesting some possible

improvements to S. 377. We believe that such a modified proposal represents

the best reorganization option and urge its serious consii
4

ration by this

Committee.

Sponsors of the other alternati;c reorganization proposals should hb

commended highly for their recognition of the pressing r ,ed for trade reorgani-

zation. NAM's relative enthusiasm or lack thereof regarding these other options

can be measured against the objectives of the {preferred best alternative option

outlined above.

Before closing, I would like to make a few comments specifica:l' on the

proposal outlined by the Administration last week. Mans of the details if that

proposal, of course, still are anclear and we will look forward to studying them

closely as they are developed more fully. However, at least the following assess-

ment can be made.

ADM!NISTRATION PROPOSAL

The Administration's proposal recogni:es many important problem areas and take;

several steps toward their resolutior, We would support elements of the proposal
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which consolidate some of the currently scattered trade functions. In particular.

we support: (1) the consolidation into one office of negotiating authority over

a broad range of international e¢,namic subjects, (i) upgrading of the Commerce

Department's sectoral analysis capability for trade expansion purposes, and F3) the

transfers oF most import relief and unfair trade response functions.

The kdainlstration proposal, however. fails to go far enough in meeting the

necessary objectives of reorganization. The proposal puts two agencies in charge

of trade rather than consolidating all responsibilities in a single cabinet depart-

ment. As a result, policy and implementation functions are split between a White

House Trade Representative Office and the renamed Trade and Commerce Department.

An even further division of authority occurs when Commerce trade responsibilities

are delegated to an Under Secretary, thereby adding a new actor to the process and

meaning that the Secretary will continue to be occupied by a variety of traditional

non-trade matters.

Vitally ..:,ortant HTN follow-up responsibilities are also split between the Trade

Representative and Commerce, so that the negotiators are separated organizationally

from investigators, analysts and other staff support functions. The Trade Representa-

tive is given broader new negotiating responsibilities, but no additional staff to

carry them out. Either these issues will not receive the attention they deserve, or

else there will again be an awkward reliance on staff controlled by other organizations.

One gets the impression that the reason for separating the trade personnel in this

manner may have more to do with considerations regarding the size of the White House

staff rather than economic or good management criteria. We believe that these trade

areas are too important t, artificially split polhcy and negotiations from analysis

and implementation in this manner. Such a division will only be detrimental to the

- .--ives of sustained coherent international trade programs.
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Several important policy areas also appear to be short-changed in the

Administration's proposal. Export expansion is not given priority attention

in tnt new organi:ational arrangement. International investment policy is

fitted within a broadened agenda for the Trade Policy Comittee, but no prac-

tical consolidation of authority or functions is accomplished. Even the trans-

fer of overseas comercial officers to the Trade and Commerce Department is a

partial measure, since it affects only those officers located in certain foreign

countries.

In summary, we believe that the Administration's proposal falls short of the

prompt, forceful action needed to address the country's urgent trade problems.

In the end, trade authorities and functions still would be split unnecessarily.

We need one strong trade policy leader, who has the full implementation resources

of a unified cabinet department, including the negotiating authority to both

"reward" and "punish." The Administration's proposal does not meet this standard

and therefore is significantly weaker than S. 377.

Conclusion

Mr. Chairman, I would like to comend you and Senator Roth, along with your

colleagues who are co-sponsors of S. 377, for perceiving the urgent and serious

task facing this country in the international Marketplace, and for taking the

initiative to begin steps aimed at meeting this challenge. Certainly a reorgani:a-

tion of governmental functions by itself is not a complete answer to our problems,

but it is a necessary if not fully sufficient step toward their solution.
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Better national trade and investment policies are needed. but we will stand

a better chance of achieving those policies with a forceful, full time international

trade advocate at the liepartmnt level than we do now when both authority and

responsibility are spreauc throughout the government. Better implementation of

policies also is needed Liout again, effective impleaentation is more likely to

come from & consolidated, integrated government trade department than from scattered

agencies and offices which at times even seem to operate at odds with each other.

NAM supports the consolidation of current government functions into a Depart-

ment of International Trade and Investment. The bill before this Comittee,

S. 377, is a constructive proposal to accooplish this consolidation. With the

few modifications we have suggested, NAM supports passage of S. 377.
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Chairman RIBICOFF. Mr. Freeman we are a little bit on the spot
here. What I would like to do, if it is all right with you, is to have your
entire statement go in the record as if read and for you to give us some
remarks. I don't want to lose the remainder of the Senators here. We
all have questions. I would hope, because of the time restraints, from
now on we will confine ourselves to 10 minutes apiece the first go-
around. Is that all right with you?

TESTIXONY OF ORVIIE FREEAIIl, FORM7ER SECRETARY OF AGRI-
CULTURE, PRSIDEINT AD CHIEF EXECUTIVE OFFICER, BUSI-
NE88 IITERNATIONAL CORP.

Mr. FREEMAN. I appreciate that very much, Mr. Chairman, be-
cause I am in a little difficult position. I have to catch a 12:45 plane. I
have to get back to Minneapolis.

Chairman RIBICOFF. Would you rather for us to go right into
questions?

Mr. FREEMAN. I think perhaps that might be good.
Chairman RIBICOFF. I think we will cover everything. I think we

will confine ourselves to 10 minutes.
You were a very effective Secretary of Agriculture. You were in-

volved in the problems of international business. Why do you think
that agriculture sector analysis and export promotion efforts have
been more successful than similar efforts by the Department of
Commerce?

Mr. FREEMAN. I wish I could answer that question directly and
specifically. I do think, and it is implicit in the testimony that is now
in the record, that the responsibility has not been clearly focused any-
where within the Government, where trade is concerned, as it is
in the case of agriculture. This is where I find myself in suppor' of
your recommendations, those of Mr. Roth, and generally of the bills
pending before this committee, as distinguished from the recom-
mendations of the administration, where I feel separating the responsi-
bilities for ongoing operations with policy formation is going to con-
tinue a confusion which has made impossible the kind of concentrated
effort that I think is called for.

Chairman RIBICOFF. Has your working with foreign countries given
you specific insights about the way other foreign governments or-
ganize their international trade functions which might be put to good
use in our reorganization?

You have seen them all now. How do you react to what we can learn
from other countries?

Mr. FREEMAN. I would support what Mr. Wearly said by and large
and what Senator Percy said, that until very recently our Govern-
ment simply has not concentrated support of our exports and our
involvement economically in other countries. Our foreign economic
policy has been clearly secondary to our international political policy.
The road to advancement and progress within the Government
for career people was not on the economic side. It was clearly on the
political side. As a matter of fact, it still is. But I think that is shifting,
and I think that the efforts of this committee and the bills pending
and the leadership that you and Mr. Roth particularly have shown
are focusing interest on this in a way that makes the Nation under-
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stand that it is imperative in light of our position. We have had
a domestic market that has been so great that we have been spoiled.
American business itself has not been aggressive in the export area.
That has to change; and it is, I think, changing. And a reorganization
to focus responsibility in a fashion that the bottom line will be clear
and apparent and that the support will come from the President
himself in getting the job done is what is absolutely necessary.

Chairman RIBICOFF. The Government has to consider a number of
conflicting values in making trade policy. In addition to promoting
exports themselves, there may be antitrust or environmeutal laws,
tax equity concerns, human rights matters, foreign policy consider-
ations, the interests of the developing world, and other matters
involved.

Now the purpose of reorganization is to give trade issues a stronger
voice in the Government, but it can't be the final arbiter of all those
questions. How do you think your proposal would affect the way
Government decisions strike a balance between these issues? Who,
short of the President himself, do you think should make these
tradeoffs?

Mr. FREEMAN. Nobody short of the President himself can make the
basic policy tradeoffs. But the way I directed my prepared testimony
is basically this, that we ought to seek throughout the Govern-
ment to place the power and responsibility in departments that have
the major assignment. There is always going to be some overlapping
because there are functions and performances that are collateral
to the major missions that have to be organized and coordinated and
tradeoffs made. But the primary responsibility needs to rest in one
department, and the secretary of that department has to clearly
have that responsibility.

Then there is an intergovernmental kind of resolution of conflicts
and tradeoffs with which you as a former cabinet officer are well
aware. That is accomplished in my judgment not be setting someone
up with line responsibility and a big title to become a competitor to
ongoing line operations but, rather, someone who is relatively anony-
mous, who operates within the White House itself, who is the Presi-
dent's designee, who has the credibility and who has the sensitivity
in order to deal with Cabinet officers and resolve some of these in-
evitable tradeoffs and competitions.

But in this area, if I may say, there isn't anybody who has both
operational and policy responsibility in this Government, and there
hasn't been. I can make a very strong case for a totally separate de-
partment As you said yourself and Senator Roth, that perhaps isn't
likely in light of the position taken by the President.

My recommendation then would be that virtually everything ought
to go into a reinvigorated Department of Commerce, with clear-cut
responsibility for trade, for investment, and for commerce, and it ought
to lodge there; that the Secretary ought to be chairman of any inter-
departmental committees or coordination that takes place. And
then, if he is not able to effectuate that-he would clearly have that
responsibility to chair that committee-and if there are irreconcilable
conflicts, shall we say, that has to be resolved only one place, and that
is by the President through the medium of people working for him who
can help to resolve those difficulties; and in the final analysis the
President himself.
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Chairman RIBICOFF. Your answer to me really argues for a strength-
ened STR in the White House, in the executive branch, who could
be the President's right hand to make these tradeoffs. This is I
think what we are wrestling with. Agriculture argues that we must
continue a powerful STR to be an honest broker to balance agriculture
and nonagriculture interests. They fear if you put it in Commerce,
then Commerce would be interested in industry and selling agriculture
short. This is one of the problems we have to wrestle with. You know
what you are up against if the Congress feels you are shortchanging
agriculture.

Mr. FREEMAN. I don't think that is a very sound objection, Mr.
Chairman.

Chairman RIBICOFF. Would you like to argue it with your former
agricultural constituents?

Mr. FREEMAN. I would be very willing to do that. I would accept
that argument and consider it valid where the negotiations and the
tradeoffs are concerned like something in the Tokyo Round. Clearly
here and even in this negotiation you might know that the failure that
took place was negotiating an international wheat agreement. I am
of the opinion the negotiator did not give that adequate muscle or
adequate attention in the Agriculture Department, in the White House,
in the STR. Now that is another story.

But where that is concerned, that is a valid point. We are carrying
on the day-to-day operations and leaning for exports and for trade
and manP.gement to say that you have to have something on the
outside to resolve differences between industry and agriculture where
exports are concerned? That is just an ephemeral difference. I don't
think it is real. And may I say if it has so much political sensitivity
to it, the answer then-and it would be resolved very quickly-would
be to make somebody who has had a background and the confidence
of the agriculture business and agriculture community throughout the
Nation the Secretary of the new Department of Trade, Investment,
and Commerce. Then I think those objections would quickly dissolve.
I don't think those objections, Senator, are very real.

Chairman RIBICOFF. What do you say in response to those opposed
to placing the.trade functions in Commerce who argue that if you put
the problems of international trade in the Commerce Department you
would have a protectionist bias for domestic industry as against the
exporting part of the industry?

Mr. FREEMAN. You. could say the same thing in the Department of
Agriculture, and it depends upon who the Secretary is and what his
philosophy is. If he had the philosophy that Senator Percy just out-
lined, with which I am in accord and which I tried to follow as Secre-
tary of Agriculture that would not take place and it would be in-
cumbent upon the President of the United States, if he subscribes to
an open competitive world for trade and investment, to name a
Secretary and to back up a Secretary who would carry forward that
philosophy. And the tradeoffs between the two would have to take
part in that Secretary's office. That is where it has to be done. He
would have to take on some of the narrow interest groups, as you did
in HEW, and in my case, if I could sight a specific example, where
the whole meat and beef import legislation is concerned. I strongly
opposed that, as Secretary of Agriculture, even though the cattlemen
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around the country supported it, because I don't think it was in their
interest or the national interest.

So I don't think there is any way to resolve that. And again to
say a good trade export department is then going to be a patsy for
an industry or a company which is adversely affected by certain
policies, I think that kind of a Secretary ought to be remo ed by the
President forthwith.

Chairman RIBIcoFF. Senator Roth?
Senator ROTH. Governor Freeman, it is a pleasure to welcome you

here and to applaud the leadership you have been providing in the
area of trying to make this a trading Nation. I would try to skim
through your testimony. Let me ask you this question: We are in
agreement that there should be ,i consolidation of the trade function
somewhere in Government, that that is absolutely essential if %we are
going to change the direction of our trade policies, if we are going to
develop strong, new vehicles for promoting the American si(le. Is that
correct? There is no disagreement?

Mr. FREEMAN. No disagreement.
Senator 1ROTH. It seems to me we have three choices, none of which

are the administration's prop)osal, which is really to continue a divided
trade apparatus or mechanism. Do you agree with me that that is
ineffective and won't make the necessary changes?

Mr. FREEMAN. Yes. I think the separation of operations policy
would make it unworkable.

Senator ROTH. So that we could do, as I see it, one of three things.
Senator Ribicoff and I initially, to get the debate started, introdulced
DITI or a new department. There are a number of people that have
proposed that we put it in the Department of Commerce. ()r third, to
try to consolidate around the STI to meet the President's objections
that he doesn't want a new cabinet position. He doesn't want a new
agency of any type created.

I think you can make some strong arguments that theoretically it
would make good sense to have commerce and international trade
together. The problem that 'I find with this and the problem I find
on the part of many people who deal with the Government from the
private sector is that Commerce is not looked upon as a strong de-
partment. I hasten to say, as I have said before, I am not critical of
the Secretary who is a very competent ntnd gracious ladly. But the fact
remains that the Agenlcy itself is considered weak, bureaucratic, and
not very effective.

I think the question I have for you is how can you change that
malaise from which this large bureaucratic Agency suffers?

Mr. FREEMAN. I think by giving that department, where I think
it is logical it should be, the responsibility, the clear delegation and
the power to do something about it. I think the problem with the De-
partment of Commerce really has been over the years not that they
haven't had excellent Secretaries of Commerce but that the Depart-
ment itself has been a conglomerate of a great v ariety of different
functions, service functions really, and a clear responsibility in an
area which is critical to the Nation's economy has never been given.

If I might just elaborate a little on a fundamental philosophic
loint here that would be my observation, and that is that we might
learn something in Government from international companies; that
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is, a move to organizing in product groups and operating accordingly
globally, because they become so large they have found operating
through an international division is no longer practical, that the do-
mestic is dominating and they can't meet and respond to global needs.
Now that is the pattern of the organization of most international
companies today.

We are not organized that way and our Government in my judg-
ment is not organized responsive to the realities of interdependence,
which I tried to make that point in my formal testimony. Now we
need, I think, to reorganize fundamentally accordingly, and then we
need to have in each of our line operating agencies the respo-?ibility
to carry forward their function, not only domestically but inter-
nationally, because they cannot come up with the right answers and
directions without considering those international factors.

A specific illustration, when I was Secretary of Agriculture, I came
to the conclusion that agricultural technical assistance was important
to the well-being of the United States. I had a Department that
was tremendously rich n resources of knowledge, technology, science,
and the rest. The responsibility for that function was over in an
agency that had just a handful, very limited resources. Yet I was un-
able to function in that area because of the way the Government was
organized.

Finally, I went to Congress and got a special law and tried to utilize
those resources, which is still in the books but not used.

Now I draw on that experience and make the illustration by saying
we ought to place them in Agriculture, in HEW, and in this case some-
where in Commerce these primary responsibilities. And if they were
there, they could be carried forward there. The fact that the Commerce
Department itself has not been a pillar of strength in the past I think
has been because there has not been that kind of focus and delegation
and held responsibility.

Senator ROTH. Inherent in what you are saying, though, aren't you
saying we should strip the Department of Commerce of many of its
other functions, noncommercial ones?

Mr. FREEMAN. I don't address myself to that. I don't think any of
the other responsibilities are overwhelming or making enormous
management demands on the Secretary of Commerce. I have not been
the Secretary of Commerce, but they are rather specialized agencies
in the main where they don't relate to the Nation's economy, and, as
such, they pretty well operate under a general aegis in responsibility.
I see no need necessarily to change those things to focus within that
Department clear-cut responsibility for U.S. foreign economic policy.

Senator ROTH. I guess my problem is that I do want the top trade
person's time to be devoted exclusively to trade because I think it is
of that primary importance. While I think we can say that he or she,
whatever it may be, as Secretary of Commerce should basically divorce
herself from the other functions, I don't think she can. I think she is
responsible for it and will necessarily have to devote a substantial
amount of time on these other areas, because if anything goes wrong,
the Secretary is to blame.

It is for that reason, or one of the reasons, I feel it is rather impracti-
cal to consolidate at least in this stage in the Department of Commerce.

Do you agree with me that this is a fulltime job if we really are
going to change the thrust of this country as a trading Nation?
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Mr. FREEMAN. What I would say is it is more -han a full-time job
really, but I think every Cabinet officer in this Government has more
than a full-time job.

Senator ROTH. Sure.
Mr. FREEMAN. I think to try to set up some kind of independent

agency that would be duplicative of the line operating agency would
be counterproductive. I think you want to use those resources that
are in line. One of the problems of setting up some of these separate
groups is you create competitions and conflicts and jurisdictional
wrangles, and you end up not using the resources you really have.
There are a lot of resources in the economic front within the Depart-
ment of Commerce that can be mobilized. Pulling these others out
would make this the primary responsibility.

I think that if there are some other responsibilities, that this will
have to be adjusted by that Cabinet officer, and that it is not some-
thing that can't be done. All of our Departments today in this Govern-
ment carry enormous management burdens.

Senator ROTH. My time is up, Mr. Chairman, Thank you, Governor
Freeman.

Chairman RIBICOFF. Thank you ' .: much.
Senator Durenberger?
Senator DURENBEROER. Thank you.
Governor, I am sorry we are minng out of time, too, because I

wanted to remind the committe ,h it my very first political involve-
ment after I got out of law schou; A-as trying to make sure you were
only a three-term, not a four-term, Governor of Minnesota. Of course,
that was before I was elected to the U.S. Senate and got an insight
into the value of Democratic officeholders to the political process.
(Laughter.]

I also wanted to find time to remind everybody that if we were to
design a witness to serve our purposes here today, 'we would be hard-
pressed to surpass your qualifications, the qualifications that you bring
to this hearing. I also wanted to find time to remind everyone that you
have been extremely successful in applying the principles that you are
preaching here, both in Government and outside of Government.

I would like to have found the time to remind e. eryone here of the
fact that a three-term Governor of Minnesota ends up dedicating his
professional life to expanding the role of Americans in world trade,
which is evidence of the importance of the legislation we are con-
sidering for the people of the State that both of us represent, and that
you are anxious to get back to.

Unfortunately, I don't have time to say all of those things.
[Laughter.)

My basic question gets back to one of the first things you said, which
is the President is really responsible, not only for changing policy but
changing public attitu'ls, which is part of the problem. I just have to
ask myself and you the question, can a Secretary of Commerca, can a
Secretary of something called the Departmdnt of DITI, or whatever,
really have the kind of impact that we need in this country? Is it
3atisfactory just to deal, as we are dealing here, with reoroganization
to accomplish some of the objectives that need to take place?

Mr. FREEMAN. The relationship between Cabinet officers and the
President is sometimes one of chemistry, not /o pass judgment on it,
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and certainly not on this administration nor Republican administra-
tions that preceded this one. But I certainly agree with you a commit-
ment and a matter of high possibility of determination is critical to get
action by the Nation and mobilize support behind him and in the
process to designate as his key officials m the Cabinec and throughout
the Government the kind of people that will get the kinds of results he
wants. As Harry Truman says, "the buck stops on the President's
desk."

Senator DURENBEROER. My question basically is, is it then the per-
son or is it the organization? how much time do you think, frankly, we
should be spending either with the chairman and Senator Roth's
proposal or the administration's proposal in redesigning the depart-
ment? Or should our efforts mainly be placed in finding the right people
to put in charge of this process?

Mu r. FREEMAN. Of course, it is both. But I certainly think the efforts
that you have and will make to design ant reorganize and focus
responsibility clearly are very, very important You can get bogged
down and frustrated and misdirected in a large government with
confusing lines of relationship very easily.

Of course, the person is of tremendous importance to carry these
things forward. But one of the reasons, to repeat myself, that I think
the Department of Commerce is considered a weak department is
because it really hasn't had a clear, sharp responsibility assigned, the
clear kind of backing that it needs.

I am no particular advocate for the Department of Commerce but
I just think that happens to be a logical place to clear the air. With
the need for trade and foreign economic policy so clearly apparent,
Presidential support will I am sure be forthcoming.

Senator DURENBEROER. Have you had time along the lines of your
functional thesis, have you had time to look at the present Depart-
ment of Commerce and to suggest those responsibilities that should
be taken out of that department and placed somewhere else?

Mr. FREEMAN. No; I really haven't. I think if the committee moves
in that direction it might want to do that.

Senator DURENBERGER. Would it be helpful?
Mr. FREEMAN. Yes; I wasn't prepared to do that at this time.
Senator DURENBERGER. Thank you.
Chairman RIBICOFF. Thank you. Senator Percy?
Senator PERCY. Just a couple of questions. We are pleased to

welcome you back Mr. Freeman.
Mr. FREEaMAN. Chuck, I have a 12:45 plane to catch, so if I hurry,

I hope you will forgive me.
Senator PERCY. No; I think you are all right. Is 5 minutes all

right with you?
Mr. FREEMAN. Fine, sure.
Senator PERCY. I feel that agricultural exports is one of the great

ways we have now of offsetting trade imbalance. Do you think it is
possible to double our agricultural exports by 1985 if we really set
out to do so?

Mr. FREEMAN. We have more than doubled our agricultural exports
since I left as Secretary of Agriculture. So I guess I would say that the
answer is "Yes." And if you wish me to, I would try to respond more
exactly by looking at some numbers.

50-490 0 - 79 - 8
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Senator PERCY. Could you give us your judgment as to when you
think we could double it? Woul;l it be p)ossible by 1983 or 1984? If so,
in what areas? Your judgment woul(l be very valuable. I (0lo happen
to think that agricultural p)roduction is one of the best assets we
have. Then obviously we would nee(l to know what can the Govern-
ment do to increase agricultural exl)orts because individual farmers
really can't do this.

Also, what would we have to (1do from the standplloint of agrricultural
policy? Would we have ab restricte(l, controlled )policy or (lo we have
to plan a fencepost-to-fencepost )policy, in at sense, if that l)otential
exists?

Farmers don't want to overproduce if they don't have the markets.
They are dependent to at certain extent ul)on the Government for the
market in the Soviet Union.

Mr. FREENIAN. NIarket access is not going to be much of a problem.
We are going to face, generally speaking, world food shortages an(i
sharply exl)ande(l markets, and off the top of my head a doubling within
a 5-year period is not at all unlikely.

Senator PERCY. I would like to ask how vou would internallv reor-
ganize Commerce to aLsorb the tra(le functions in light of yvoil com-
ment that giving the new responsibility to an Under Se.cretarv of
Trade would dilute the Secretary's resplonsibilities for tradle andf in-
vestment.

Mr. FREE.IAN. This was merely in way of saying that the responsi-
bility should be clearly on the Secretary' and the organization inter-
nationally ought to be slubsidiary to that. If you say here is an Under
Secretary or Depluty Secretary with this plartictulalr resl)onsibility, as
a matter of lawv, then you have set someone ul) who has an independent
p)osition almost andl vol create internal plroblems of organization,
management, dilI'ectiol and( responsibility. I think it would be much
better to have a very strong statement on the purpose of a piece
of legislation in terms of the results exl)ecte(l from it rather than
trying to (get into specifying titles anld responsibilities with the
delpartment.

Senator PERCY. Finally, since you are not too concerned about the
Special Trade Representative remaining in the Executive Office, how
wouldl you react to the U.S. ('hamber of Commerce's suggestion that a
sl)ecial assist trnt be create(l to the President for international economic
policy? Do you think that would be more beneficial?

Mr. FREEMIAN. Generally speaking it has been my experience the
more anonymous the Presi(lential assistant is, the more effective he is.
When he gets into a l)osition of having a special title, gettingr splecial
attention, being an operator, so to speak, rather than being one who
quietly seeks to get results ant bring together harmony and direction,
you are creatinur more p)roblems than you are solving.

In the Presidential systems I have seen those which have been most
effective are those who operate the most quietly but who command
respect an(l it is known really can sl)eak for the President but also
who never say or hint that access to the President is always available
to a Cabinet officer and never hint "Look, if you don't go along with
me, look out, because I see the President more often than You do." I
mean, this kind of fairness is absolutely essential.
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But that is the way to resolve jurisdictional differences, not to put
up a title and then get somebody out there and say, "You go and
coordinate" when the newspaper is looking over his shoulder. That is
Dno way to get the job done.

Senator PERCY. On the basis of your experience, do you feel your
comments should have special application to Ham Jordan?

Mr. FREEMAN. I didn't say that.
Senator PERCY. But would they apply?
Mr. FREEMAN. I have watched him on "Meet the Press," with all

fairness, and I watched him the other morning or last night, and that
guy handles it very well. He said explicitly he would not in any cir-
cumstances stand m the way of the. access of every Cabinet officer to
the President. I hope he performs in that manner.

Senator PERCY. Thank you very much.
Chairman RIBICOFF. Thank you very much, Governor. We appre-

ciate your being here.
(The prepared statement of Mr. Freeman follows:]

STATEMY NT OF ORVILLE L. FREEMAN, PRESIDENT AND CHIEF EXECUTIVE
OFFICER, BUSINESS INTERNATIONAL CORPORATION

Mr. Chairman with your permission, before making my recommendations on
reorganizing the U.S. Government's trade and investment functions, I would like
to lay a foundation, by outlining the principles or organization upon which my
recommendations rest.

I have arrived at these principles, both as a student of administration and
government organization, and through my own personal experience involving
three terms as Governor of the State of Minnesota, eight years as a Cabinet
officer under two great American Presidents-John Kennedy and Lyndon
Johnson-and finally, during the last ten years as president and chief executive
officer of Business International Corporation. The last ten years have been par-
ticularly challenging, for with my extensive background in government I have
been able to test theze principles in my own company and also observe the
organization patterns ;,.. some 180 multin. twiual compalie.3 following a great
variety of organization.al management systems practices. My exposure to those
companies has been very instructive. Business International is basically an
information company, operating a global management information system-it
publishes and has reserch capabilities worldwide. In addition, we organize
roundtable conferences where the chiefs of state and senior ministers in govern-
ments throughout the world meet with the senior executives of multinational
companies who p lrti ipate in the BI system. Our primary focus is information
per se, 3eeking to: '.-sure the environment, including the economic, social and
political forces wor!.' . le that affect international companies but we also counsel
and consult with these companies on functional operational matters, particularly
global organization and management of a company that has subsidiaries in
countries on every continent. This has been a rich experience, with in depth
exposure to both governments and companies, and has given me the chance to
observe intimately how both are organized, how they operate and how they
interact.

Permit me, Mr. Chairman, to state certain principles and then to apply those
principles to the issues before this distinguished Committee.

1. The world in which we live today is a highly interdependent one. Whether we
direct our attention to our economy, to our ecology, to our life-style, to our com-
munications, to our business enterprises, to our labor organizations-it makes no
difference. There are few answers and few responses in these areas, and in many
others that I have not mentioned, that are relevant without a significant global
input. Although we acknowledge the fact of interdependence, most frequently we
do not act that way. Instead we think, plan, act and organize on a national rather
than an international basis. The organization of the US Government is no
die'rent.

;z Government of the United States, in my opinion, is not organized or
o ated at any level, from the White House and Department of State to the
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Department of Agriculture and Environmental Protection Agency, to cope
effectively with interdependence. Every government agency today must deal with
problems that have worldwide ramifications and tmust make decisions that can
advance the well-being of the people of the UInited States. Yet the government of
this nation is not organized so that its agencies can bIe internationally responsible.
In this regard there is muich to be learned from the experience of multinational
companies.

The typical international company began a:s an exporter. As it bulilt markets in
a foreign country, it soon learned that it needed to mnantfactuare in that market if
it was to grow and prosper. Substantial foreign investment resulted and :L the
process went forward, exports grew and thie international company proslered.

Organizationally, the company started oat with an international division,
usually headed by an international vice president. All foreign investments and
sales were under the direction of that division. Hlowever, as international b)usiness
grew, the international division found it more and more difficult to get adequate
cooperation from the producing divisions within the home country. The interest
and concern of these divisions were primarily domestic, and the internatioral
demand, although it had grown very large, still remained secondary. As a result, a
totally new organizational approach was developed. The result was to organize
variouls products into separate groups on a product line b)asis. Each group has
global responsil)ility for group policy and for group operations.

The national division continues to carry out :n information and service
function for the entire company, and in each collntry where the company does
business it performs a coordinating function among the various produllt groups.
To put it in government language, the international division provides '"political'"
guidance to the operating groups. The 'US government should be organized along
similar lines.

My first principle, Mr. Chairman, is that the '.S. Government, like international
companies around the world should be organized on a fuinetional basis, responsive
to the realities of interdependence, with clearly understood responsil)ility fixed in
each operating department. I)epartments or agencies of the government that have
a functional responsibility, such as Agriculture, Commerce, Labor, I EW and
others should have responsibility, both domestic and international, for its areas
of expertise. The State l)epartment-the "international division" of the govern-
ment-should continue to provide international political guidance while giving up
policy responsibility to the functional departments.

The principle which I have just outlined is set forth with consideral)le detail
in a study prepared for the Aspen Institute for Ilumanistic Studies by Adam
Yarmolinskv. I do not necessarilv subscribe to every conclusion reached in this
study, but I am convinced that the primary thrust is correct. I would recommend
that this Committee give serious consideration to holding hearings to examine the
need for reorganization of the U.S. Government in light of the realities of inter-
dependence as pointed olit in the Yarmolinsky paper.

2. The second principle I wish to bring to the attention of this Committee is
that the U.S. Government should be organized in such a fashion that responsibility
and power go together. Each department should have authority over both policy
and policy implementation and the two should not b)e separated. It is true, of
course, that departments and agencies inevitablv will have collateral activities,
spinoffs as it were, from their primary responsil)ility. that logically are the basic
responsibility of another department or agency. There can never be a completely
"clean" organization, with the various subject areas totally assigned to the lead
department or agency. Nonetheless, every effort should )be made to place, as far
as possible, similar functional activities and responsibilities in tile appropriate
lead department or agency.

I would now like, Mr. Chairman, to apply the two basic principles of overall
government reorganization to the recommendations pending before this Com-
mittee. I would support the principle that all trade and investment functions of
the U.S. Government, both domestic and international he placed in one department.
The international commercial policy and administrative responsibilities of the
Department of State and Treasury as well as the Special Trade Representative
should be shifted to a new I)epartment of Trade and Commerce.

Policy and implementation must go together. I would not designate by law a
Deputy Secretary or Under Secretary of Trade. It appears to me that tends to
dilute the responsibility for trade and investment results where the Secretary is
concerned. Congress would do better to make it clear that the primary responsi-
bility of the Secretary of Commerce of the United States is the balance of trade.
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The responsibility for trade policy coordination should rest with the Secretary
of Commerce who would chair a Trade Policy Committee, composed of the
Secretary of State and all other line departments and agency heads who become
involved collaterally to their primary mission, with trade and investment matters.
There is one place and one place only that should have responsibility for U.S.
trade policy and that clearly is a new Department of Trade and Commerce. Trade
policy must be made at the Secretary level and the new Secretary of Trade and
Commerce should chair the interagency trade policy committee. Separating out
the trade policy functions and placing policy responsibility in the Special Trade
Representative' office would emasculate a new department. It would create juris-
dictional problems and make it extremely difficult to enlist a competent and
effective leader to head up the new department.

A major concern has been that the Department of Commerce has not been
effective in the past and adding new responsibilities would only worsen the prob-
lem. Commerce has not been effective because it lacked a direction or purpose.
Responsibility for trade and investment policy and administration would provide
the needed direction for Commerce. The Secretary would be easily graded by the
overall U.S. trade balance and the department would have a clear incentive to
perform effectively.

As for the future of the STR, I do not see that it is a matter of overwhelming
concern whether the STR's negotiating functions remain in the executive offices
or are transferred to the new department, as long as the policy for the negotiations
is made in the principal departments concerned. When policy coordination be-
tween departments with overlapping jurisdiction proves necessary it should be
performed by a presidential assistant who is able to maintain anonymity.

These recommendations are based on the premise that the government could
work more effectively if the organization changed to reflect the trend toward the
interdependence of the United States with the rest of the world. No issue should
be decided in a vacuum and government decisions must not be made on the basis
of solely domestic considerations. I believe a strong Department of Trade and
Commerce would go far in improving the effectiveness of U.S. Trade and invest-
ment policy.

Thank you, Mr. Chairman, I am ready to answer any questions you may have.

Chairman RIBICOFF. Mr. Gould? We welcome you, Mr. Gould.
You have been very patient. The committee is running out of time.
I would like to put your statement in the record as if read, as I did
with Governor Freeman. We could go right to the questions that
we have for you. I think you could make your points that way, if you
have no objection.

TESTIMONY OF HARRY GOVLD, OlN BEHALF OF THE PRESIDENT'S
EXPORT COUNCIL

Mr. GOUlTD. If there are some uncovered points, I would like to have
the opportunity to speak to that.

Senator PERCY. Mr. Chairman, I would like to leave my questions
foe the record. I have been called out. I appreciate very much, Mr.
Gould, your taking them along with you for answering for the record.
We are very sorry to have detained you so long.

Mr. GOULD. OK. You can take the position of asking me questions.
Chairman RIBICOFF. I am just here myself. Since I have read your

statement, there is nothing to be gained by you reading it.
Mr. GOULD. But there are some points from a personal viewpoint.

The statement deals mostly with the Export Council's considered
position.

Chairman RIBIcoFF. Then you go ahead.
Mr. GOULD. From a personal viewpoint, I would like to suggest the

possibility of adding the head of the Export-Import bank to the pro-
posed Trade Policy Committee. I think weight should be given also
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to Treasury representation on the new Trade Negotiating Committee.
And a question that Senator Javits brought up, the question of OPIC,
I again personally would like to see some closer cooperation between
OPIC and the Eximbank to try to get the so-called financing functions
under a one-umbrella approach.

I am in favor, again speaking for myself, of moving all the com-
mercial attaches into the reorganized Commerce Department.

Senator Stevenson, who is a member of our Executive Committee on
the Export Council, did make the statement that he felt his proposal
as far as it relates to technology being dovetailed into the reorganized
Commerce Department should be seriously considered. I probably
would be in favor of it. That relates to this whole productivity question.

The foundation from which our export program has to grow must
be in the productivity area, as a first step. It is a domestic problem.
It involves capital formation. It involves incentives for capital invest-
ment and research and development incentives. That is the first step
in making us competitive in the world markets.

The other main problem, as I see it, and I would like at this point to
maybe speak as the head of a medium-sized corporation, as opposed
to Mr. Wearly or other people who may have testified before you.
There is a large perceptual problem in this country concerning ex-
ports-a perception thys it is a very complicated, very frustrating
process. If I vere to give a specific example, because my company has
picked up small manufacturers, originally entrepreneur type of opera-
tions; first of all they would not think about the amount of exporting.
Usually what happens is, that a small corporation, a small company,
either through advertisements and trade journals that are read over-
seas or visitations by overseas potential end-users to trade fairs
and so on, contact the company. The company does not go out and
market on an export basis. He does consider it after somebody has
approached him. Should he export? Then it is a question of: Does the
man want terms? If he wants terms, how is he going to finance it? If
he finances it, does that mean he is going to get paid? If he has to carry
receivable loans to his bank, will he in fact still get paid?

The concept of "irrevocable letter credit" is possibly another
language to most small business entrepreneurs. You will find most
plants, small plants, located in small communities, go to the local
bank for advice and the local banker will tend to be ignorant of what
is involved and how you go about it. He will have to call up either the
parent branch someplace, if he is part of a bank holding company, or
correspondent bank relationships to find out what is involved.

Now assuming that the man can get the financing from his bank,
then he gets into the massive paperwork. When he sees the amount
of documentation required, forget about license problems-and maybe
he is lucky and they send him to a freight forwarding agent or they
will perform some of the services of a freight forwarding company

Now he faces possibly other regulatory hurdles. It could be OSHA
or environmental regulations which might affect the export of his
product, antit' ist considerations if he tries to join with another small
company, a various list of impediments. If the local bank will not
take on the financing but somehow gets him to go to the Eximbank,
possibly AID or OPIC, maybe the Small Business Administration,
there is a whole new area of impediments, confusion, a lack of under-
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standing of that small company's problems, and the end result prob-
ably in the majority of cases has to be for that small individual to
throw up his hands and say, "What is the point of all this? I am going
to concentrate on doing what I have been doing, and that is selling
domestically without all of these headaches."

For companies that export, which we also do, for example, as a
middleman, there is another problem that reigns in this country,
and that is one of a lack of consistent export policy on the part of a
lot of major corporations. This is a conversation I have had with a
major corporation head who serves on my committee, John Brooks,
the chairman of Celanese. Even he is complaining about some of his
fellow corporations, in that size category, in other words, looking
upon the export market as simply a dumping ground; that is, a place
to sell products when business is soft and a place to withdraw from
when business is good here at home.

I think tbat is another side of the marketing problem we have.
Because if I were the customer in the foreign country, I would reverse
it and just take the attitude of doing business with the American
corporation on the same basis; that is, I will buy from them when
I can get the price down and when I can't, then I will go search on a
local basis.

I might just add; "What do other countries do?" had been a ques-
tion that has been asked here. It is my understanding that in Japan,
for example, the industrial and banking complex work pretty much in
a hand-in-glove situation. That doesn't happen here. One of the
things we will be dealing with in the Export Promotional Subcom-
mittee on the Council, which I also serve on, will be how to foster
that kind of close cooperation between banking, between industry,
and obviously, with government as a whole picture.

The so-called one-stop concept is one approach we want to examine;
where the small, individual company, with no parent company to go
to for help, who has the capability of exporting, to go to one place,
his local bank, or a regional bank, and get all of his problems taken
care of, as well as information feedback, that the Government will
help feed into that bank. That would take a big load off the mind of the
average small businessman.

Senator Javits or Senator Percy mentioned that 20,000 companies
that should export currently don't. My guess is it is at least that
number. Part of the problem has been the diverse spread of authority
in government, various agencies competing with each other, and the
problem that the small entrepreneur has in dealing with that question.

The bottom line when it comes to that problem is the potential
exporter, the company that is new to the export market, will be
turned off and walk away.

Finally in the reorganization that has been proposed, there is still
some confusion from the outsid:r's point of view, taking myself as a
lay businessman, not small, not large, but a medium-sized corporation,
there still seem to be some overlaps, some vague areas as to where
policy ends and implementation begins. That I think has to be more
clearly defined. I would reiterate that I would agree with the rest of
the Executive Committee on the Council that the President's proposal
is a significant first step in getting the show on the road.
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The immediacy is here. The improvement in our export picture is
necessary to reduce the balance of payments problem. I think the
immediate counterweight to the OPEC increases and other problems
is an increase in our exports. If there is ever a time where it is necessary,
it is now.

The point you made early on here this morning, however, is a very
valid one. It may be the key one. The success, whether it is a super
agency concept or the President's proposal, which is kind of a compro-
mise position, the success of the whole program is only as good as the
players carrying it out.

Your comment about the necessity for the President's ear to help
carry out this program is well founded.

Chairman RIBICOFF. Thank you, Mr. Gould.
I think the key as far as I am concerned with your testimony is on

page 3 where you talk about export disincentives, which are many, and
about improving and expanding export incentives. You list 20 of the
disincentives and 10 incentives. I wonder if you could supply the com-
mittee with the details on that statement, because I think that be-
comes very important in how we restructure this reorganization to
help eliminate the disincentives, and increase the incentives. So if you
would get that to us, it would be in furtherance of the question we
asked Mr. Wearly of the National Manufacturers Association. We
want the details from him, too.

Mr. GOULD. Certainly.
[The information follows:]
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THE PRESIDENT'S EXPORT COUNCIL
WAJSHINGTON. D.C. 20a20

August 17, 1979

cvRNMEi FAIRSC
Hon. Abraham A. Ribicoff, Chairman
Subcommittee on International Trade,

Committee on Finance
United States Senate
Room 337, Russell Senate Office Building
Washington, D.C. 20510 VASHING311, D.C. 2"'!0

Dear Senator Ribicoff:

At the hearing held July 25, 1979 by the Governmental
Affairs Committee on the reorganization of goverm~ental
international trade functions, you expressed an interest
as to the possible impact of any governmental reorganization
on the President's Export Council. It was also arranged that
I would prepare and submit to the Committee a list of principal
U.S. governmental disincentives to exports and of desirable
export incentives.

Government Reorganization

As you know, the President's Export Council is a
committee of persons - from Congress, the Executive Branch, and
the private sector - knowledgeable about U.S. international
trade and representing a cross section of groups and interests
(industry, labor, agriculture, consumers, etc.) whom the
President has appointed to advise him concerning U.S. export
policies.

We realize that under the Federal Advisory Committee
Act, the Executive Order establishing the Council, and the
Council's charter, the Council's functions are solely
advisory and that any action to be taken or policy to be
expressed by the Government with respect to the matters upon
which the Council reports or makes rectmmendations to the
President shall be made solely by the President or other
appropriate governmental agencies or officials.



118

We further realize that, except in unusual
circumstances provided for by law, Council meetings,
studies, reports and recommendations will all be public.
Therefore, once our advice to the President has been
given on any particular subject or question, I assume it
will normally be available to all other interested groups
and persons.

I can assure you the Council will operate as the
members judge appropriate; we will consult with whatever
government department or agency we think has helpful
information or experience; and we will advise the President
of our views and recommendations with full independence,
regardless of what agency functions as our secretariat.
I have complete confidence that the President and the
Cabinet members on the Council fully share this view.
So I see no problem arising for the Council in connection
with the government reorganization proposals currently
under consideration or any present need to reconsider the
current administrative arrangements for the Council which
involve primarily the Department of Commerce. In the
event an organizational problem did arise, I am sure it
would be effectively and promptly resolved with the full
cooperation of all concerned.

Incentives - Disincentives

As arranged, I have prepared and enclose lists of
export incentives and of disincentives.

I know you fully share the basic point with respect
to the list of disincentives; namely, that as a nation we
should try to do-what is in the best overall interest of
our country and avoid laws or regulations that are counter-
productive. With the need so clearly established for a
strong and vigorous natioial export program, we should
revise or repeal those laws and regulations that serve
mainly to divert business to our foreign competitors.
My list of disincentives indicates the U.S. legislative
and regulatory areas where there is a general agreement,
I believe, that the Congress should act to make our laws
more realistic. There also of course are foreign disin-
centives to U.S. exports (tariff and non-tariff trade
barriers of various kinds). Hopefully, the recently-
concluded Tokyo-Round trade agreements on such subjects as
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subsidies, government procurement, technical product
standards, etc and the continuing negotiations on
such subjects as "safeguards" will significantly reduce
these barriers.

The enclosed list of incentives sets forth
desirable U.S. governmental programs to help U.S.
exporters compete in the increasingly competitive
world markets. The need and justification for such
incentives is that they would partially match what
foreign governments are doing to assist their exporters
and would thereby help redress the present unfair
competitive conditions confronting U.S. exporters.

I would of course be glad to furnish any
additional information you or the Committee may desire.
I know I speak for all the members in expressing
appreciation for your interest in the work of the Council
and for your desire that it be effective. We will take
the liberty of looking to you for continued encouragement
and assistance as we move ahead with our assignment.

Sincerely yours,

Harry £. Gould, Jr
Chairman, Subcommittee on

Export Expansion,
President s Export Council

Chairman of the Board
Gould Paper Corporation
145 East 32nd Street
New York, N.Y. 10016

cc: Reginald H. Jones
Chairman, President's
Export Council
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INCENTIVES NEEDED BY U.S. EXPORTERS TO
MATCH INCENTIVES GIVEN FOREIGN COMPETITORS

1. Tax Incentives

* Maintain - consider improving - DISC

-- represents partial offset to European border
tax adjustments, waivers, rebates

-- provides working capital to finance longer-term
accounts receivable customary in foreign countries

-- encourages risky long-term market development in
new foreign growth areas

* Maintain tax programs that encourage U.S. foreign
investment, since foreign affiliates pull-through
U.S. exports which otherwise would not be made

-- maintain "deferral" (the principle that earnings
of foreign subsidiaries will not be taxed to the
U.S. parent corporation until remitted)

-- maintain the foreign tax credit; avoid unduly
narrow regulations as to its application

-- provide for more equitable "911' tax treatment
for U.S. taxpayers working overseas

* Study feasibility of other tax incentives, such as
accelerated depreciation of capital investment in
productive assets, tax credits for R&D expenses,
liberalization of deductions for bad debts and
other losses, etc.. In this connection, consider
extent to which U.S. tax system is unfairly
disadvantaged by distinction in new GATT subsidies
code between "direct" and "indirect" taxes which
permits waiver or remission of VAT-type ("indirect")
taxes but prohibits waiver or remission of income
("direct") taxes.

2. Export Financing

Increasingly, especially in developing country markets,
business is awarded to suppliers who offer the most
advantageous financing terms. The so-called "gentlemen's
agreement" with our major trading partners is only of
limited effect in restraining their concessionary
financing practices. Our trading country partners have
resisted U.S. efforts to strengthen and broaden the
"gentlemen's agreement" and U.S. exporters continuously
have to confront foreign competitors whose governments
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are providing very liberal financing terms. Though the
Export-Import Bank has recently been strengthened and
is strongly supportive of U.S. exporters, the Bank's
annual funding authorizations should be substantially
increased and Congress should expressly grant the
Bank greater flexibility to meet foreign competition.
Other U.S. financing programs (Commodity Credit
Corporation, AID, etc.) should also be expanded.

Programs such as OPIC should also be reviewed to
determine whether they should be strengthened and
broadened.

3. Export promotion

The forthcoming reorganization of governmental
international trade functions, regardless of the specific
form taken, will presumably provide for a significantly
broadened and more effective export promotion program.
This is badly needed, as is generally recognized.

4. Other Export Incentives

During our history, U.S. business has evolved and
U.S. laws have been fashioned almost entirely in terms
of domestic needs and interests. Congress now has the
responsibility to determine the extent to which changes
are necessary to adapt to the facts that the U.S.
economy has become increasingly interdependent with the
world economy and that a strong U.S. export program is
vitally needed. The experience of other countries that
have had long histories of being successfully export-
oriented should be examined. In this connection, foreign
trading practices such as the trading company and the
foreign selling company should be examined.

5. "Export Consciousness"

Finally, there is a need to make the U.S. public
generally more conscious of the importance of U.S. exports.
Any governmental policy or program that restricts or
hampers exports should be subjected to a realistic
export-impact cost/benefit analysis to determine whether,
on balance, the negative impact on exports is in the
overall national interest. The President's National

p



122

Export Policy, announced by President Carter on
September 26, 1978, included a directive to the
heads of all Executive departments and agencies
"to take into account and weigh as a factor, the
possible adverse effects on our trade balance of
their major administrative and regulatory actions
that have significant export consequences". Congress,
in turn, should impose on itself a similar test.
And, most importantly, both Congress and the Executive
Branch should promote a general policy of "export
consciousness".

U
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U.S. EXPORT DISINCENTIVES

BroP.dly speaking, the U.S. has two kinds of legislative/
regulatory export restrictions which operate as restraints
or controls on exports: (1) controls to protect domestic
needs and interests - e.g., to ma;intain military security,
to prevent export of products in short supply, to protect
domestic jobs (cargo preference laws), etc; and (2) controls
that are re 1ly foreign-policy motivated and that seek to
influence t!ee behavior of other countries or to 2xpress
our disagreement with them. In addition, we have some laws
of general applicability - such as the antitrust laws -
which also impact on exports and overseas business activities.

Controls to protect domestic needs are of course necessary.
But there is a tendency for these laws to be administered
without adequate consideration of the effect on exports.
Congress, in the Export Administration Act and elsewhere,
should provide for standards and procedures that will
appropriately balance the conflicting domestic needs.

The controls that are in the foreign policy area are now
of dubious value so far as the overall national interest is
concerned. Whatever may have been past wisdom, the grim
current realities facing the U.S. economy in its economic
relations with the rest oi the world require that Congress
reexamine export restrictions whose justification is not
domestic need but a desire to influence the internal policies
of other countries or simply to voice displeasure and
disagreement. These types of export restrictions are usually
counterproductive; their main result is often simply the
diversion of business to our foreign competitors. Congress
should therefore impose a cost/benefit analysis to these
types of export restrictions and repeal or appropriately
amend those laws that, as a practical matter, are little
more than self-inflicted wounds.

The export controls that warrant Congressional review
are as follows:

1. Controls for military security

· In extending the Export Administration Act, which
expires September 30 of this year, Congress
should avoid amendments whose practical effect
would be to curtail exports even where military
security is not involved.
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* EM should recognize that exports are desirable
so that export license should be denied only
on cost/benefit dete,umination as to what is best
in overall national interest.

· EAA should maintain and improve efficient and
timely administration of licensing applications.
Should preserve confidentiality of proprietary
information in licensing requests.

2. Controls to prevent foreign adverse environmental
effects by U.S. exports

The Administration has interpreted the National
Environment Policy Act as not applying to foreign
environmental effects except in certain limited
types of cases. But the President has issued,
under his Constitutional authority, an Executive
Order directing federal agencies to consider
foreign adverse environmental effects in specified
types of situations. The principal impact on
exports will be in terms of possible restrictions
on the Export-Import Bank.

National concern in this area should be
implemented through international negotiations
and agreements, not through unilateral - and probably
unwelcome - U.S. imposition of its views on foreign
customers.

3. Controls re "human rights"

There is a generally-recognized need for a
consistent and realistic new approach in this area.
T.n general, national concerns in this area should
be implemented through diplomatic negotiations and
international agreements. Where Congress judges
that unilateral U.S. action is desirable in the
overall national interest, Congress should generalize
the standard it imposed on the Export-Import Bank
when the Bank's charter was renewed last year;
namely, that Eximbank credits can be denied for
non-financial or non-commerciail considerations only
in cases where the President determines that denial
would be in the national interest and would ciearly
and importantly advance U.S. policy.

-2-
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4. Denials of export credits and MFN treatment to
Communist countries that restrict emigration unless
they provide "assurances" re tree emigration
("Jackson-Vanik"); imitat on on total creitsa

Under all present circumstances, it is now
reasonable that these restrictions be changed
and the total limit on Export-Import Bank credits be
substantially increased, so as to facilitate freer
trade with the Soviet Union, Communist China, and
other Communist countries.

5. Prohibition of foreign questionable payments (Foreign
Corrupt Practices Act)

In principle, no one can disagree with the
Foreign Corrupt Practices Act. Commercial bribery
is immoral and destructive of the proper operation
of free markets. The fact that no other country has
an effective similar law is not, in principle, a reason
against ours. The practical difficulties faced by
U.S. exporters as a result of the law, however, are
in the areas of interpretation and application.
The law has created a fear of absolute lia'ility,
regardless of reasonable efforts to comply. This is
an area where - while the principle is carefully
preserved - the administrative regulations should
make clear that compliance will be sufficient if the
U.S. exporter has acted reasonably and in good faith
in avoiding bribes and will not be held to a standard
of absolute liability.

At the same time, it is desirable that similar
effective legal obligations be placed upon our foreign
competitors. To this end, the U.S. efforts for an
international antibribery treaty will presumably
continue to be vigorously pursued.

6. Prohibitions against compliance with or participation
in foreign boycotts against friendly countries

The principal needs in this area are to harmonize
the two different statutes that apply: the "Ribicoff
Amendment" in our tax laws with the anti-boycott
provisions of the Export Administration Act.

-3-
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7. Antitrus- restrictions

There .is controversy and uncertainty as to the
extent to which U.S. antitrust laws, as presently
administered, constitute an unreasonable restraint
on U.S. exports. It appears clear that the
Webb-Pomerene Act should be retained and broadened
to include services. There is growing discussion
that U.S. law should be amended to permit certain
types of trading companies whose legality under
present laws is not clear. In general, Congress
should review the antitrust laws and remove any
restraints on exports or overseas business operations
that, in view of the vital need for exports, are,
on balance,no longer in the overall national interest.

8. U.S. export controls to prevent nuclear non-prolif-
erat ion

Experience indicates that diplomatic negotiations
and international agreements should be the means
used to implement U.S. concerns in this area, rather
than the present unilateral U.S. approach.

9. Other types of disincentives

· Exporting to a large extent is rong-range in
nature. To develop new markets, the U.S.
exporter has to be confident that the Iground
rules on which he is basing his market develop-
ment, his cost estimates, etc. will remain
relatively stable. Continuing threats such as
the proposal to repeal DISC and "deferral" or
the proposal to narrow the scope of foreign tax
credits create an atmosphere of uncertainty
that is hostile to the national "export
consciousness" that is needed.

* Public disclosures of confidential or proprietary
business information can unfairly benefit foreign
competitors. The administration of U.S. trade
laws should carefully safeguard the confidentiality
of such business information.

-4-
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Chairman RIBIcoFF. If a trade reorganization is achieved, what do
you see as the continued need for a unit like the President's Export
Council on which you serve? What role should that play m a
reorganization?

Mr. GOULD. I would think that the reconstituted Export Council-
there was a prior one in existence which phased out I think in 1976 or
1977, b ,t it was basically made up of members, if you want to call it,
of the business roundtable, of the top 200 corporations. That is not
America. The mere fact that 80 percent of our manufactured goods in
the export field are done by those 200 corporations amplifies the prob-
lems that I was referring to before.

1 think the best thing that the President did with this new Export
Council is to get a broad base of representation. Yes; we have membrs
of the top 200 corporations on this Council-it is being chaired by Reg
Jones, head of General Electric. But in addition we have companies of
medium size, of $50 million to $100 million, such as ourselves. We also
have representation from small industry, agriculture, and labor. So
we have a pretty broad base that would reflect on the problems; ,nd,
therefore, the synthesis and consensus solutions, or recommendations
we will come up with, will have a more effective role. Speaking again
personally, as we have not discussed this, in either the executive com-
mittee or with the fall Council, I would hope that we could maybe have
a more formal voice.

As it stands now, the Council is to advise the President through the
Secretary of Commerce. A more formal voice, however, might be
structured. I would have to give some more thought to that and maybe
put it in my recommendations.

Chairman RIBICOFF. If we went the route the President has gone
so that there is divided responsibility, would you put the Council
with STR or with Commerce? Where do you think that Export
Council should go?

Mr. GOULD. I think necessarily we are going to be touching both
the areas of policy and implementation. I think we lean more in the
direction of the policy areas because we are making recommendations
for changes in policy, or additions to or amendments thereto. However,
the followup, as with MTN, of the agreements or thr policy is almost as
vital as the policy itself. I think the Council, again speaking per-
sonally, would want to make sure that whatever recommendations
are adopted, the followup is there and they rare implemented, be-
cause otherwise obviously it is an exercise in futility. So that we want
to see both sides of that particular coin as an area where we would
want to have input and observance.

Chairman RIBICOFF. All the other questions I had for you as a
matter of fact, were answered ii, your opening statement. I had a
number of questions and you touched on every one of them--the
incentives, the question of small business, the question of OPIC. You
have touched on them all so you anticipated my questions.

Thank you very much for your valued remarks and statement.
Your statement will be in the permanent record for the other members
to see.

[The prepared statement of Mr. Gould, Jr., follows:]
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REPORT TO THE SENATE SUBCOMMITTEE ON TRADE

BY HARRY E. GOULD, JR.,

MEMBER OF THE EXECUTIVE COMMITTEE OF THE PRESIDENT'S

EXPORT COUNCIL AND CHAIRMAN OF THE

COUNCIL'S SUBCOMMITTEE ON EXPORT EXPANSION

MISTER CHAIRMAN: On behalf of the President's Export

Council, I wish to thank you for inviting me to have the opportunity to

express the Council's viewpoint aon the subject of trade reorganization.

Last Thursdav morning (July 19), Secretary of Commerce

Juanita Kreps and Special Trade Representative Robert Strauss informed

the Executive Committee of the Council of the Administration's proposal

for trade reorganization. After an extended discussion, led by Chairman

Reg Jones and Vice Chairman Paul Hall, the Executive Committee, by

voice vote, unanimously approved the Administration's proposal. As

we understand it, the main thrust of the President's proposal is in the

area of consolidation of trade functions and more facile implementation

of trade regulatitas.. The Executive Committee felt that these recom-

mendations by the Administration went far enough in the directions of

consolidation and implementation to warrant full approval by Congress.

While the members of the Committee are not in full agreement

with all of the decisions made on the various issues involved, the
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Committee welcomes the overall proposal as a desirable and con-

structive first step in consolidating and strengthening the federal

governmental machinery involved in formulating and carrying out U. S.

international trade policies and programs and, in particular, monitoring

and enforcing the now Tokyo-Round trade agreements.

The Committee noted with approval that the independence of

the Export-Import Bank was preserved and tha, our well-tunctioning

agricultural export programs will be maintained. The reorganization

announcement ("Fact Sheet") was silent on the point, but we assume

tnat provision will be included for effecti ,e continuation of the private

sector advisory system that worked so successfully during the

Tokyo-Round negotiations. It is also assumed that possible overlaps

in assigned responsibilities suggested by the public announcement of

the reorganization proposal will be clarified.

In proposing the vesting of the Department of Commerce

with the leadership in the implementation of trade policy, 1, as a

membe, ' of the Executive Committee, feel that the Administration has

chosen the appropriate center of focus. Also, I believe that the

proposed Trade Policy Committee is likewise an improved forum for

ironing out trade-policy viewpoints. Too often in the past the

exporter has been buffeted from seemingly divergent interests of the

Departments of Commerce, State, Treasury, Defense, and Justice.
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Having the office of U. S. Trade Representative serve as chairman

of a new inter-agency committee will, we think, serve to foster the

vital expansion needed in this country's exports.

With back-to-back trade deficits substantially in excess of

the $20-billion mark, the need for substantial improvement in our

export performance is abundantly clear. The recent moves by OPEC

only serve to reinforce this need. In addition, 8 million jobs in this

country are related to foreign trade. Clur loss of market share in

the world markets over the last 15 years i! well documented and

cn be traced, in large part, to two fundarlental areas: (1) years of

export "neglect," and (2) the stagnant prJductivity levels on the

domestic front. Certainly, inflation, and its effect on the dollar, and

foreign-trade barriers have helped to exacerbate the situation; but

the first two areas are, I think, the key to reversing the trade-deficit

problem.

The President's Export Council will be addressing itself to

many of these probler s. Currently, the Council has been segregated

into subcommittee work groups which will be making recommendations

in 6 main areas. As Chairman of the Export Expansion Subcommittee,

for example, I have been asked to study and make proposals in the

area of export disincentives (of which there are, by my count, just

under 20 such disincentives) and proposals for retaining, improving,

and/or expanding export incentives (which number close to 10 at last

count). The proliferation of the current varying, and at t.mes opposed,
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agency and departmental regulations, viewpoints, and impediments

can only serve to frustrate current exporters and bewilder the vast

majority of companies that would be new to export. Therefore, from

my own subcommittee's standpoint, the President's proposal for trade

reorganization is a major first step in assisting export expansion.

The current other Export Council subcommittees will also

benefit from the new, concentrated focus on implementation and policy

that the proposed reorganization envisions. The Export Promotion

Subcommittee will be concentrating on marketing the concept of exports

at home and the improvement in marketing our products abroad. The

fact that 80% of our exported manufactured goods are shipped by just

200 companies is, I think, symptomatic of the lack of concentrated

cocrdination in implementing the various tools of exporting for the tens

of thousands of companies that do not export currently, and yet have

those capabilities. These small and medium-size companies must be

"turned on" to doing so in the near future.

The Council's subcommittee on Export Administration will

be dealing with the procedures and standards governing export business.

Without question, this is an area where competing departmental and

agency interests have long fostered confusion and frustration in the

ninds of current and/or potential exporters.

I ,
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The Council's subcommittee on GATT and the Multilateral

Trade Agreements and the subcommittee on East/West Trade Agreements

will also be aided by the proposed focus of policy in the U. S. Trade

Representative's office-since that will be the point of synthesis through

which Jhe various departmental concerns will flow.

Lastly, the subcommittee on Agriculture will hopefully

benefit from the Department of Agriculture's inclusion on the new

inter-agency policy committee. Since the contribution in the plus

column from our agricultural exports exceeds $12 billion, Lhe

Administration's proposal will, it seems, serve to lessen any temptation

to tamper with a "good thing".

To sum up, then, this country's massive trade deficits can

only get worse, thanks to OPEC, unless substantial export expansion

takes place. For too long a period of time, the history of bureaucratic

red tape and unnecessary regulatory costs (including legal fees) have

served to frustrate current and potential exporters-in addition to

adding to the costs of the products, which, in turn, makes uls less

competitive in world markets. The future outlook only bodes more

intensified competition in world markets-both from our major trading

partners and developing nations. The former have long had, and the

latter currently have, highly centralized trade authorities which remove

impediments and, in a number of cases, help subsidize export

activity. Here, at home, we also have to coordinate the domestic
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foundation which is an Integral part of the export formula. The

broad base represented on the President's Export Council will also be

making recomnendations concerning the domestic needs and requirements

in the areas of capital formation, tax incentives for capital investment, and

research and development incentives-all necessary to reverse the very

serious productivity trend in this country. The reversal of this trend is

vital to the expansion of our export base. As a microcosm of the

full Council, the Executive Committee supports the President's

proposal for trade reorganization as a significant first step in the direction

of coordination and improved implementation of trade policy. The

nation's future economic well-being is dependent on the success of this

program; for the time and need for export expansion is NOW!

7-25-79
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Mr. GOULD. If I might, Senator, if I could think overnight when I
supply you with the details of the disincentives and incentives, I
might want to propose where the Export Council might play a more
expanded role.'

Chairman RIDICoFF. All right. It doesn't have to be tomorrow.
I would say if you could get this to us in a week or 10 days, that
would be fine, because both of these problems are important to us.
So if you have to give it some more thought, I don't expect you to
come up with it in 24 hours.

Thank you very much.
The committee will stand in recess until 1:30.
[Whereupon, the committee was recessed, to reconvene at 1:30

p.m., this same day.]

1 See p. 120.



REORGANIZING THE GOVERNMENT'S INTERNATIONAL
TRADE AND INVESTMENT FUNCTIONS

WBRDNDAY, JULY 25, 1979

U.S. SENATE,
COMMITTEE ON GOVERNMENTAL AFFAIRS,

Washington, D.C.
The committee met at 1:45 p.m., pursuant to call, in room 3302,

Dirksen Senate Office Building, Hon. William V. Roth presiding.
Present: Senator Roth.
Senator Ro? The committee will come to order.
We are pleased 48t this time to welcome Mr. Hart, who is vice presi-

dent, public affairs of Union Carbide.
Gentlemen, it will be the practice this afternoon to enter your

statement in its entirety. If possible, we would appreciate your sum-
marizing your testimony, as we do have a number of witnesses this
afternoon.

Mr. Hart, you may proceed.

TESYTIONY OF A. lSEBBURNE HART, VICE PRE8IDENT, PUBLIC
AFFAIRS, UNION CARBIDE CORP., ON BEHALF OF THE BUSINESS
ROUIDTABIE, ACCOMPANIED BY R. M. BREQNAN AND T. R.
GATES

Mr. HART. Thank you, Mr. Chairman.
I am Sherburne Hart, vice president of Union Carbide. I am ap-

pearing today on behalf of Mr. William S. Sneath, who is chairman
of Union Carbide and, also, chairman of the business roundtable task
force on international trade. Unfortunately, he is unable to appear
today.

I am here to present the views of the roundtable on the proposed
reorganization of the trade functions and responsibilities within the
executive branch.

With me on my left is Mr. R. M. Brennan of Union Carbide.
And on my right is Mr. T. R. Gates, who has acted as consultant
to our roundtable task force.

The roundtable is an association established in 1972 of business
executives of approximately 190 companies, practically all of which
are publicly held.

There are several reasons for giving urgent attention to trade
reorganization.

First is the need to reverse the steady decline in our international
trade position.

(135)
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Second, it is necessary to move swiftly to cope with the substantial
challenge presented by the need to implement the MTN agreement.

The United States and its major trading partners will soon be operat-
ine under new rules.

Third, the reason for moving quickly is the need to reorganize the
trade function to make certain the Nation's interest in restoring our
competitive position in world markets is reflected in evely Govern-
ment policy that bears on trade. For that to happen, we feel that
trade needs a permanent advocate in the executive branch, one
strong enough ta have his views heard at the highest policymaking
level.

Let me point out at this time that we do not regard reorganization
as a panacea. Even a perfect plan must be seen only as one necessary
step toward improving our trade performance.

Certainly, the administration's proposal is not perfect. Indeed,
I think it would be naive to feel that any plan could possibly merge
all the diverse and competing interests with a stake in the trade issue.

But I would like to explain briefly why we believe the administra-
tion's plan is one that can manage the diverse competing intenrst
in the trade area and at the same time, move us toward an increased
influence in the world economy.

I should note here, we are reacting to the administration's general
proposal, outlined last week by Ambassador Strauss and OMB
Director McIntyre.

And, with the chairman's permission, we would like to submit a
further statement after more details of the administration's proposal
are available, if that is in order.

To help in assessing the various reorganization proposals, we de-
veloped a number of criteria we believe must be met by any successful
plan. I would like to list them briefly for you, indicating after each
one our judgment of how well the administration's proposal measures
up.

First and foremost, we believe the overriding test of any reorgani-
zation proposal is the priority it attaches to the trade issue itself. We
deem it essential that the component groups of any new trade organi-
zation must be backed by an unmistakable mandate from the President
to improve our trade performance. The President must be clear about
the high priority he attaches to increasing U.S. exports, to developing
effective trade policy, and to strengthening the Nation's influence in
international economic affairs.

This message must be heard in every branch and every level of
government.

Our understanding of the President's personal interest in the
administration's trade reorganization proposal leads us to believe that
the restructured trade organization will, indeed, have such a mandate.

Second, we believe that the trade representative must be within the
Executive Office of the President, serving as a focal point for the
development and administration of all trade policies. This office should
be directly responsible to the President, answerable to the Congress,
to assure that the trade policies truly reflect the national interest.

In other words, it must be-and it must be seen to be-an impartial
mediator among competing interests on trade matters. This function
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should not and probably cannot be performed by any line or con-
stituency department or agency.

We believe a truly national perspective on trade policy is possible at
the White House level. We believe that this test is met by the admin-
istration's proposal.

Our principal reservation, frankly, is on the question of import
relief policy and enforcement. In this area, there is a proposed division
of responsibilities between the U.S. trade representative and the
Department of Trade and Commerce. And this is of some concern to
ulS.

To reduce the possibility of conflict in implementation of the MTN
agreements and enforcement of U.S. laws, we believe it is essential
that the respective roles and responsibilities of the trade representative
and the Trade and Commerce Department be defined at the outset
with clarity and precision. This is especially imrportant in the are a of
discretionary enforcement.

Our third test deals with the STR function itself.
We believe the STR, backed by adAe- · te staff resources, should

have the following responsibilities. I `f:_, summarize them quickly.
One, it should chair the policy delibertions of any policy formula-

tion mechanism.
It should be responsible for all trade negotiations and should super-

vise the work of UJ.S. representatives in international trade forums
and disputes.

It should have final policy responsibility on matters of enforcement
of our domestic trade statutes.

It should have the authority and responsibility o.n behalf of the
President for developing and assuring implementation of all trade
policies and related policy matters, such as international in-
vestment.

The administration's proposal seems to comprehend the need for a
single preeminent voice that can reflect the natioLal interests on trade
matters to domestic interests as well as to our trading partners. How-
ever, we feel that it may have underestimated the size of the job.

Certainly, implementing the MTN agreement is sure to create a
very heavy work load in the office of the U.S. trade representative.
Therefore, we are concerned that the administration's proposal to
maintain the STR's office at its current staffing level may prove to be
unrealistic.

Since questions affecting international trade and economic relations
will become increasingly important to the health of our economy, we
should not risk failure in this area for lack of adequate staffing.

As you know, the business community is not very often heard to
advocate enlarging the Federal payroll. But wi think this exception
is warranted if we mean to make a truly long-term commitment to
improving the Nation's trade performance.

Our fourth test underscores the need for a permanent mechanism
preferably supported by statute, to insure the development of broad
national trade policies. This should be a Cabinet level coordinating
and formulating group with the responsibility for developing U.S.
policy. It should serve as a single permanent forum where all of our
diverse national interests are fully considered and balanced.

I
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To make certain that the national policy and practice are consistent,
the mechanism should be chaired by the principal trade official in his
capacity as the President's chief assistant for trade. We see no other
practical way to consolidate the many special trade interests now
scattered throughout Government.

The only viable arrangement, in our view, is to define precisely the
functions and responsibilities of each component of Government deal-
ing with trade to establish a policymaking group to coordinate their
eflorts. Again, the administration's plan meets the test with its pro-
posal to revitalize the mandate and the role of the Trade Policy
Committee.

Our fifth test considers the trade-related activities of the Depart-
ment of Commerce.

We believe steps should be taken to give commerce the long overdue
attention it warrants and to expand its role in improving the Nation's
trade performance.

The administration's proposal includes a useful first step in this
direction. In our view, placing the State Department's commercial
attaches under Commerce's jurisdiction could prove to be extremely
helpful in enhancing our U.S. export position.

We endorse the idea of doing this gradually. That is, those attaches
for our major trading partners in both developed and developing
countries moving first, with the remainder following.

Our early deliberations now led us to our sixth-and final-test,
the relationship of the Export-Import Bank to the total trade effort,

In our view, the performance and potential of the Export-Import
Bank would not be enhanced by consolidating the Bank with any
other agency. Its independence should be preserved, although its
policies could almost certainly be better integrated with the line
agencies directly responsible for our export expansion efforts.

We believe the administration's proposal to make the Secretary of
Trade and Commerce an ex officio, nonvoting member of the Ex-Im
Board of Directors is an excellent way to improve the policy coordina-
tion and communications between these two departments.

The roundtable task force has been working on the trade issue and
associated reorganization issues for some time. We started our work in
earnest last fall. We have had a long opportunity to look at various
proposals, and our judgment is based upon this deep involvement on
this issue.

To sum up, Mr. Chairman, the roundtable's position is one of
general support of the objectives of the administration's trade re-
organization proposal. To its credit, it avoids reliance on yet another
new bureaucracy.

We believe that creating one would be at this time unnecessary and
probably disruptive of the trade policy process.

As I said at the outset, we need a viable and effective organization
in place as soon as possible, and one that secures for trade its rightful
place in tho policy process.

Looking to the future--and that is the area we are most concerned
with-and not into the very far future at that-we see international
economic relationships becoming increasingly competitive, complex,
and controversial.
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Foreign governments will become more and more aggressive in
advancing their national interests. Only if the U.S. Government has
an adequate, well conceived trade organization in place can we cope
with these pressures.

We believe the administration's proposal can create an organization
that is both purposeful and effective. And we look forward to con-
tinuing our work with members of this committee and your staff along
with the executive branch personnel on this important task.

Thank you very much for ./our courtesy.
That concludes my remarks.
Senator ROTH. Thank you, Mr. Hart.
To be perfectly candid, your group is the first one to come out in

support of the administration's proposal. We had testimony this
morning, for example, from others-the National Association of
Manufacturers-who feel, as both the chairman of this committee
and myself do, that the reorganization is inadequate.

I notice that at the end, you said something about a new bureauc-
racy. I don't think anyone is proposing a new bureaucracy. I think
what we do want to create is a consolidation and, as I have said many
times here, a lean and mean agency as the lead agency. Some of our
witnesses this morning also testified, as you have, with respect to the
need for additional personnel.

I wonder if you could spell out a little more what you think should
be given to the STR in the way of personnel. What kind of people?
How many?

Mr. HART. I don't think I can give you any numbers.
I think the principal areas would be, No. 1, in the enforcement of

the codes-the interpretations and the work that will be associated
with the enforcement of the codes, both with our trading partners
and developing agreements with them as to the meaning of those codes.

Another point would deal with the question of disputes under the
procedures, tihe GATT procedures, which take a tremendous amount
of time and effort, particularly in the early stages, inasmuch as the
codes have not been interpreted, will require a lot of discussion and
negotiatlioL.

The third area, of course, is to take over some of the negotiations in
the areas of bilateral agreements and the like, which have previously
been handlei by the State Department.

We do not have a number in mind, as I said. I certainly think 55
or 60 people is probably not enough.

Senator ROTH. At the e:ld you mentioned the importance of trade.
What do you foresee as the developments in the trade area for this

country in the next, say, 10 years? Has your organization made any
study of that?

sMr. HART. Well, I can't speak for the roundtable, per se. But,
certainly, my perception-and I think, the perception of our com-
pany-is, we are losing our competitiveness. We-the U.S. economy
Is losing its competitiveness vis-a-vis our trading partners. We need
some policies in this country which will make us more competitive.

There was talk this morning about productivity.
Certainly, domestic economic policy which would enable us to

become more productive and more competitive covers such things as

- _
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capital formation, investment incentives, environmental and other
regulatory activities which do not produce goods but do produce costs.

So, from our point of view, we feel, in order to improve our trade
position, we need to start here. The trade reorganization isn't going to
solve that. But it certainly would help in focusing on those issues, as it
affects the international scene.

Senator ROTH. Would you agree with me that one of the important
things is to get an active man or woman to head our trade policy? We
need a "can do" type of personality?

Mr. HART. There is no question that Ambassador Strauss fits the
bill perfectly.

Senator RoTH. I assume that you are aware that Amassador Strauss
and a number of others are leaving.

Mr HART. I am well aware, yes.
Senator ROTH. What in this reorganization will attract the same

kind of personality to head up the agency?
Do you think, for example, the head of Union Carbide would con-

sider this an attractive job?
It is a very serious question, because I happen to think future

growth and opportunity of this country depend very strongly on ex-
panding our trade, that we have to have someone in the executive
branch who will be a fighter to move us in that direction.

And I think the history of the STR, as has been pointed out this
morning, is that once you get through these multinational trade ne-
gotiations, everybody flees the ship and you get nice people on the job
but not the kind of person that's going to change the direction of our
trade activity.

The question I really have is: Do you seriously believe that this
reorganization, this restructuring, is going to attract the kind of pro-
fessional leaders we need if we are going to move in that direction?

Mr. HART. It all gets back, I think, to the priority given by the
President. If, whoever he or she may be, can come in and have access
to the President and actually be able

Senator ROTH. The President has created a Chief of Staff now.
Mr. HART. That may complicate the problem.
Certainly, the need for his clout, his backing, is essential for the

Trade Representative to be effective.
I think those are the terms under which Ambassador Strauss took

the job initially and, certainly contributed to his effectiveness.
So, as far as an individual in business, yes, I think it would be attrac-

tive to a businessman. Again, he would want to feel he would have that
mandate and clout behind him.

I think the question, sir, is an attitudinal one in the sense that if
the mandate is there, and we are interested in improving our position
in the international trade area, then the reorganization question will
follow.

Senator ROTH. You are really going to: Which comes first? The
chicken or the egg?

There is some element of truth in what you say.
Very candidly, it seems to me this particular proposal is about as

inept as any. You are creating a two-headed agency. I really don't
know who is going to be the chief. You aire going to have a great
rivalry between the Commerce Department and the STR.

I I
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While there have been differences as to where we should put it,
most people I have talked to have been in support of some kind of
consolidation, much more so than we have here. There have been
differences as to whether that consolidation should be around the
STR, the Commerce, or a new Department.

My real concern--and I will be candid-I am somewhat surprised
at the Business Roundtable on this particular approach, because I
just don't see where this is going to result in any development of an
aggressive trade policy which I think this Nation had.

2Mr. Hart, I appreciate your coming and the roundtable making
that possible.

We would, of course, like to continue to work with you during the
coming months.

Mr. HART. Thank you very much for your courtesy.
[The prepared statement of Mr. Sneat. follows:]

PREPARED STATEMENT OF WILLIAM S. SNEATH, CHAIRMAN, UNION CARBIDE
CORP., ON BEHALF OF THE BUsINEss ROUNDTABLE

Mr. Chairman, members of the committee, I am William S. Sneath, chairman
of Union Carbide Corp. and chairman of the Business Roundtable task force on
international trade and investment. I am here today to present the views of the
roundtable on the proposed reorganization of the trade functions and responsibili-
ties within the executive branch. -

The Business Roundtable is an association, established in 1972, of business
executives of 192 companies, practically all of which are publicly held. These
executives examine selected public issues, develop positions on such issues which
seek to reflect sound economic, social and legal principles, and make those posi-
tions known to the public and its representatives in Government.

There are clear reasons for giving urgent attention to trade reorganization.
First is the need to reverse the steady decline in our international trade position.

The second reason to move swiftly is to cope with the substantial challenge pre-
sented by the need to implement the MTN agreement. The United States and
its major trading partners will soon be operating under new rules.

We must have a mechanism in place very quickly that can deal with the disputes
that are bound to arise under a treaty of such wide scope. And we should view the
reorganization as a timely opportunity to create one.

A third reason for moving quickly to reorganize the trade function is to make
sure that the Nation's interest in restoring our competitive position in world
markets is reflected in every government policy that bears on trade. For that to
happen, trade needs a permanent advocate in the executive branch, one strong
enough to have his views heard at the highest policymaking level.

Let me add that we do not regard reorganization as a panacea. Even a perfect
plan must be seen only as one necessary step toward improving our trade per-
formance. And the Administration proposal is not perfect. Indeed, it would be
naive to think that any plan could possibly merge all the diverse and competing
interests with a stake in the trade issue. But I would like to explain why we believe
the Administration plan is one that can manage them, and also move us toward a
position of increased influence in the world economy.

I should note here that we are reacting to the Administration's general roposal,
outlined last week by Ambassador Strauss and OMB director McIntyre. With the
chairman's permission, we would like to submit a further statement after the
details of the Administration's proposal are available.

To help in assessing tht; various reorganization proposals, we developed six
criteria which we believe must be met by any successful plan. I would like to list
them for you, indicating after each our judgment of how well the Administration
proposal measures up.

First t we believe the overriding test of any reorganization proposal is the priority
it attaches to the trade issue itself. We deem it essential that the component groups
of any new trade organization must be backed by an unmistakable mandate from
the President to improve our trade performance. The President must be clear about
the high priority he attaches to increasing U.S. exports, to developing effective
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trade poicy, and to strengthening the Nation's influence in international economic
afair. And the message must be heard in every branch and at every level of the
government.

Our understanding of the President's personal interest in the Administration's
trade reorganization proposal leads us to believe that the restructured trade
organization will have such a mandate.

8econd, we believe the Trade Representative must be within the Executive
Office of the President serving as a focal point for the development and adminis-
tration of all trade policy. This office should be directly responsible to the Presi-
dent-and answerable to the Congress -to assure that trade policies truly reflect
the national interest. In other words, it must be, and must be seen to be, an
impartial mediator among competing interests on trade matters. This function
should not, and probably cannot, be performed by any line or constituency De-
partment or agency. We believe that a truly national perspective on trade policy
is possible only at the White House level. This was the principle accepted by the
Congress in 1962 when it created the Office of the Special Trado Representative.
We believe that experience since then has confirmed the wisdom of that decision,
and in our judgment, the STR should continue as the focus of these policy
responsibilities.

We believe that this test is well met by the Administration's proposal. Our
only reservation is on the question of import relief policy and enforcement. The
proposed division of responsibilities in this area between the U.S. Trade Repre-
sentative and the Department of Trade and Commerce is of some concern.

To reduce the possibility of conflict in implementation of the MTN agreements
and enforcement of U S. laws, we believe it is essential that respective roles and
responsibilities oi STR and TAC be defined at the outset with clarity and preci-
sion. This is especially important in the area of discretionary enforcement. Our
further submission will comment on the details involved when they become
available.

Our third test which follows from the second, deals with the STR function.
We believe the STR, backed by adequate staff resources, should have the following
responsibilities ·

It should chair the policy deliberations of any policy formulation mechan-
ism, and should do so at all levels.

It should be responsible for all trade negotiations, and should supervise
the work of U.S. representatives in international trade forums and disputes
(with authority to delegate specialized issues).

It should have final policy responsibility on matters of enforcement of our
domestic trade statutes (including those that bear on the granting of import
relief and the implementation of the MTN negotiations).

It should have authority and responsibility on behalf of the President
for developing and assuring the implementation of all trade policies and re-
lated policy matters such as international investment.

The Administration's proposal seems to comprehend the need for a single
preeminent voice that can reflect the national interest on trade matters to domestic
interests as well as to our trading partners. However, we feel that it may have
underestimated the sisoe of the job.

Implementing the MTN agreement is sure to create a very heavy workload in
the Office of the U.S. Trade Representative. Therefore, we are concerned that
the Administration proposal to maintain the STR's office at its current staffing
level may prove co be unrealistic. Since questions affecting international trade and
economic relations will become increasingly important to the health of our econ-
omy, we should not risk failure in this area for lack of adequate staffing.

As you know, the business community is not very often heard to advocate
enlarging the Federal payroll. But we think this exception is warranted if we mean
to make a truly long-term commitment to improving the Nation's trade per-
formance.

Our fourth test underscores the need for a permanent mechanism, preferably
supported by statute, to insure the development of broad national trade policies.
This should be a cabinet-level coordinating and formulating group with the
responsibility for developing U.S. policy. It should serve as a single permanent
forum where all of our diverse, national interests are fully considered and balanced.
To make sure that national policy and practice are in consonance, the mechanism
should be chaired by the prfncipal trade official in his capacity as the President's
principal assistant for trade. We see no other practical way to consolidate the many
special trade interests now scattered throughout government. The only viable
arrangement, in our view, is to define precisely the functions and responsibilities

lIl _ lI
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of each component of government dealing with trade and to establish a policy-
making group to coordinate their efforts. Here again, the Administration a plan
meets the test with its proposal to revitalize the mandate and the role of the Trade
Policy Committee.

Our fifth test considers the trade-related activities of the Department of Com-
merce. We believe steps should be taken to give Commerce the long overdue
attention It warrants, and to expand its role in improving the Nation's trade
performance.

The administration's proposal includes a useful first step in this direction. In
our view, placing the State Department's Commercial Attaches under Commerce's
jurisdiction could prove to be extremely helpful in enhancing our U.S. export
position. We endorse the idea of doing this gradually; that is, those Attaches for
our major trading partners in both developed and developing countries move first,
with the rest to follow.

Our early deliberations lead us now to our sixth and final test, the relationship
of the Export-Import Bank to the total trade effort. In our view, the performance
and potential of the Export-Import Bank would not be enhanced by consoldating
the bank with another agency. Its independence should be preserved, although its
policies could almost certainly be better integrated with the line agencies directly
responsible for our export expansion efforts.

We believe the Administration's proposal to make the Secretary of Trade and
Commerce an ex-officio, non-voting member of the EX/IM Board of Directors is
an excellent way to improve the policy coordination and communications between
these two departments.

In summary, Mr. Chairman, the Business Roundtable's position is one of general
support of the objectives of the Administration's trade reorganization proposal.
To its great credit, it avoids reiU.r ce on yet another new bureaucracy. We believe
that creating one would be unwise, unnecessary, and probably disruptive of the
trade policy process--what the United States needs least at this critical point in
its trade relations. As I said at the outset, we need a viable and effective organiza-
tion in place as soon as possible-one that secures for trade its rightful place
in the policy process.

Looking to the future, and not very far into the future at that, we see inter-
national economic relationships becoming increasingly competitive, complex, and
controversial.

Foreign governments will become more and more aggressive in advancing their
national interests. Only if the U.S. Government has an adequate and well-
conceived trade organization in place can we cope with these pressures.

We believe the Administration's proposal can create an organization that is
both purposeful and effective. And we look forward to continuing our work with
members of this committee and your staff, along with Executive Branch personnel,
on this important task.

Thank you.

Senator RoTH. Mr. Carlisle?
Mr. Carlisle is vice president, St. Joe Minerals Corp. He is appearing

on behalf of 33 industrial labor organizations.
Mr. Carlisle, welcome. I appreciate very much your being here

today, and, as I said earlier, we will be happy if you summarize.
In any event, we want to include your statement in its entirety.

TE8.TIOlN OF CHARIES R. CARLISI E, VICE PRESIDENT, ST. JOE
lNEBA.IJ CORP., 01 BEHALF OF 0AN AD HOC COALITION OF 33

IRUSTRIAL AND LABOR ORGANIZATIONS, ACCOMPANIED BY
STANLEY NEH]IER, PRESIDENT, ECONOMIC CONSULTING SERV-
ICES, AND DONALD DE EaF:ER OF THE LAW FIRM OF COLLIER,
SANIION, RILL, EDWARD & SCOTT

Mr. CARLISLE. Thank you, Mr. Chairman; good afternoon.
With me on my right, Mr, Chairman, are Mr. Stanley Nehmer,

president of Economic Consulting Services, and on my left, Mr.
Donald deKieffer of the Washington Law firm of Collier, Shannon,
Rill, Edwards & Scott.
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Both of these gentlemen have had a lot of experience with the trade
statutes.

My statement itself is quite short, sir. I will paraphrase it a bit,
summarize it a bit, and maybe add a word or two here or there.

As you well know, Mr. Chairman, there are several major proposals
before the Congress on this subject, including the proposal submitted
by the White House and these proposals obviously cover a wide
range of matters. I might say at the outset, it is unclear to us whether
procedurally the administration will submit its proposal in the form
of a bill or as a reorganization plan, although we are picking up some
rumors that perhaps it might be in the form of a reorganization plan.

If it is, we would hope that the committee would make our views
known on this issue to the administration.

Candidly, Mr. Chairman, I am not in a position to express a pref-
erence for one proposal over the others. Ours is a broad coalition.
Our coalition was formed to work on one issue, the subsidy/counter-
vailing duty issue. But there is, however, agreement within our
coalition on a few key points regarding the administration of the
countervailing duty and on antidumping statutes.

I can make these points quite briefly.
First, we are gratified that you and other members of this committee

and of the Congress have taken a strong interest in the subject of
trace reorganization and have pressed the administration vigorously
on this subject.

In our view, the administration of America's trade laws and policies
is as important as the amendments to the trade statutes contained in
the new Trade Agreements Act.

Delay. in dealing with trade reorganization could, in our judgment
jeopardize the effective implementation of the recently completed
MTN. We hope, therefore, UMr. Chairman, that you will be able to
deal expeditiously with this subject in this session of the Congress.

I emphasize this point because we believe that there cannot be
truly effective implementation of U.S. rights and obligations stemming
from the MTN until there has been an effective restructuring of the
trade functions within the U.S. Government.

Second, we are happy to see that none of the proposals call for the
Treasury Department to continue its administration of the counter-
vailing and antidumping statutes.

It seems to us, at least at times, that Treasury regards these statutes
as protectionist. Certainly in my judgment and that of my colleagues,
subsidies and dumping are forms of protectionism.

Our group was among the first to call attention to the Treasury's
ineffective administration of the unfair trade statutes. We continue to
believe that this matter needs new and vigorous direction and, frankly,
we hope that there won't be any changing of minds, either on Capitol
Hill or downtown on this fundamentally important point.

At this point, Mr. Chairman, I would like to introduce into the
record-if there is no objection-an .1-page document which we have
previously submitted for the record in testimony before the Finance
Committee which recounts, in our judgment, inntances of ineffective
administration of the antidumping and countervailing duty statutes.

I have this document with me and can give it to the staff immedi-
ately after our testimony.

Senator ROTH. It will be included as part of the record.
[The document referred to follows:]
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ADMINISTRATION OF THE COUNTERVAILING DUTY STATUTE

BY THE TREASURY DEPARTMENT

The Treasury Department has:

1. missed statutory deadlines;

2. reduced the calculated amount of a subsidy, and hence

the counter'vailing duty, in questionable ways;

3. accepted unverified information from foreign represen-

tatives as a basis for its determinations.

4. changed rulings without adequate Dpportunity for

interested parties to comment;

5. stretched the authority of the Trade Act of 1974 with

regard to the granting of waivers.

These charges are detailed in the following sections.

1. Treasury Has Missed Statutory Deadlines

One of the important changes intended to strengthen the

countervailing duty statute as incorporated in the Trade Act of

1974 was the 12-month time limit established for the Treasury

Department's consideration of countervailing duty petitions.

_~~~~~~
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This time limit was estabnished as part of the legislative

'deal' which gave the Secretary of the Treasury authority to

waive countervailing duties under certain circumstances. Under

the amendment, the Treasury Department has six months from the

time of receipt of a valid petition to make a preliminary

determination with respect to the existence of foreign counter-

vailable practices and then it has an additional six months

in which to make a final determination. Notwithstanding the

statutory time limits, Treasury has missed deadlines, par-

ticularly for preliminary determinations which deadlines are

consistently missed as in the case of Swedish rayon staple

where the preliminary determination came three months after the

six-month deadline.

Two cases in particular come to mind, one involving

Argentine leather apparel where the statutory deadline for a

fina'. determination was January 21, 1978 and the other

involving Argentine footwear, where the deadline was February

11, 1978. The decisions on both products were finally issued on

January 17, 1979; that for leather apparel was negative and the

decision on Argentine footwear was affirmative. Thus, Treasury

took twelve months and eleven months longer, respectively, than

mandated in the statute to make its determinations in these two

cases.

The effect of failing to make determinations within the

statutory deadline is to deny petitioners due process, par-

ticularly where considerable time has elapsed since the

deadline. Thus, when an affirmative decision is finally made,

petitioners have suffered from Treasury's failure to institute
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countervailing duties earlier. When a negative determination

is finally made, a petitioner has oeen denied the opportunity

to challenge such determinations at an earlier date, in accor-

dance with Section 516 of the Tariff Act of 1930, as amended.

Even a simple publication in the Federal Register of a

notice of appeal of Treasury's countervailing duty deter-

minations encounters unnecessary delay despite the provision in

Section 516(d) of the Tariff Act of 1930 that such publication

be made upon receipt. On December 15, 1978 the Amalgamated

Clothing & Textile Workers Union filed with Treasury notice of

its intent to-appeal six such determinations. Treasury did not

publish notice to this effect in the Federal Register until

February 27, 1979. The appeal process cannot move forward

without such notice. Once again due process has been delayed by

Treasury.

2. Treasury Has Reduced the Calculated Amount of a Subsidy,
and Hence the Countervailinq Duty, in Questionable Ways.

Treasury has pursued a policy which they justify as pro-

vided for in the countervailing duty statute of reducing the

gross amount of subsidy by. various offsets. Although in most

cases the reductions are in the form of indirect taxes related

to the product which receives the subsidy, Treasury has found

some rather exotic items with which to reduce the subsidy.

These include, in the case of the waiver on handbags from

Colombia, the effects of the devaluation of the foreign

currency on the grounds that the Colombian Government allows as

much as nine months to elapse before subsidies are paid. In

this case Treasury even reduced the subsidy by the cost of the
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interest on the money not received by Colombian handbag produ-

cers and exporters during this nine-month period. Treasury

describes this offset in the Federal Register of May 2, 1978 as

"the present value effect of the (exporter's tax certificates)

resulting from the inflationary impact on. delayed payment."

Furthermore, since these exporter's tax certificates are sold

in the Bogota Stock Exchange, Treasury also allowed a "discount

paid by holders of (exporter's tax certificates) in the stock

exchange, thus effectively not providing full value of the

(exporter's tax certificates) once sold." It is interesting to

note that several of these offsets were disallowed in a more

recent case involving Colombian textiles and apparel, but

Treasury has not bothered to go back to its earlier decision to

recompute the countervailing duties on Colombian handbags. The

Colombian handbag case is not untypical.

It is so important to recognize that the reductions which

Treasury makes in the subsidy through subtracting the indirect

taxes related to the products ignore completely the fact that

in virtually all of the foreign countries concerned these

indirect taxes would have been borne by the manufacturer even

in the absence of the subsidy program, and that the subsidy

program clearly is intended to give the foreign manufacturers

an edge in selling to the U.S. This is exactly what the coun-

tervailing duty statute is aimed at offsetting, but Treasury

nevertheless goes on deducting these indirect taxes to the

point where many negative or de minimis determinations result

or the countervailing duty is significantly smaller than it

should be.
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3. Treasury Has Accepted Unverified Information From Foreign
Representatives as a Basis For Its Determinations.

Treasury makes most of its determinations with regard to

the size of a countervailing duty or a waiver of a counter-

vailing duty on the basis of data submitted by foreign govern-

ments and by foreign firms or associations of firms. In

neither case are the data'verified by Treasury. Admittedly, it

is difficult for Treasury to verify data submitted by foreign

interests, but at least an effort should be made to assure the

American petitioner that, indeed, the data on which a deter-

mination is made by Treasury are reliable. Treasury says that

it must take the word of a foreign government. Yet in a case

involving Argentine footwear, the word of a foreign government

was not good enough. It reneged on a commitment which had been

made to Treasury. In that particular case, Treasury said "but

they had a change of governments in Argentina.' Unfortunately

the new government in power did not bother to advise Treasury

that it had reversed the commitment made by its predecessors,

and Treasury did not reopen this case for a considerable period

of time after the subsidies were reinstated. When Treasury

finally acted five and a half years after the initial petition

was filed, it imposed a countervailing duty of less than 1

percent.

As the result of a request through the Freedom of

Information Act, it has been learned that although Treasury

waived countervailing duties on Uruguayan handbags and footwear

at tte end of January 1978 based on certain assurances from the

Uruguayan Government, the factual information on which to base
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tie waiver was not available to Treasury at the t; ,e of the

waiver action. On Hay 15, 1978 the Minister of the Uruguayan

Embassy in Washington was told by Treasury that in October 1977

Treasury had requested of the Uruguayar. Government 'a detailed

description...of the laws providing for t.e various offsets

accepted by Treasury...as well as a detailed itemization of how

the offsets were calculated for each of the product sectors.'

That had not yet been furnished by the Uruguayan Government as

of mid-May 1978. ·

Treasury pointed out that the Uruguayan Government had prom-

ised in December 1977 to furnish by the following month 'a

detailed enumeration of the program to eliminate the entire

'reintegro' system by 1983.....' That, too, had not been fur-

nished by the Uruguayan Government by mid-May 1978.

Apparently a copy of the December 28, 1977 decree of the

Uruguayan Government reducing the 'reintegro' was also not sub-

mitted in January 1978 before Treasury waived the counter-

vailing duties. At least Treasury was still inquiring about

it from the Uruguayan Government in mid-May 1978.

4. Treasury Has Changed Rulings Without Adequate Opportunity
For Interested Parties To Comment.

Even when Treasury once announces a net subsidy, taking

into account the reduction for indirect taxes, it continues to

amend those calculations mostly on the downside based upon new

information which it receives from the foreign government. For

instance, in the case of Spain, Treasury announced a 4 percent

countervailing duty on unwrought zinc in April 1977. In June

1978, Treasury reduced the existing countervailing duty on zinc

- _
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and on several other Spanish products subject to U.S. counter-

vailing duties by revising its method for calculating indirect

tax subsidy offsets. This action was taken after consultation

with Spanish authorities but without consultation with U.S.

industries involved. Despite the controversy Treasury aroused

over the basis for this reduction, Treasury reduced the coun-

tervailing duty but without suspending the liquidation of entries

until all views could be heard.

Treasury later realized the views of the U.S. industries

had merit and that it had made a mistake on its revised method

for calculating the countervailing duties. Six months later

Treasury reverted to the basis of calculations it used prior to

June 1978 with the effect that the countervailing duty was now

raised again, although nut quite to the original levels.

In the interim, between June 15, 1978 and January 17, 1979,

because Treasury had not suspended the liquidation of entries

on Spanish zinc, nonrubber footwear, and bottled olives, impor-

ters benefitted from a lower rate of countervailing duty which

gave them a windfall they certainly did not merit.

It is of interest to note that the Ame-ican Footwear

Industries Association had requested Treasury to reconsider and

revise upward the 3 percent countervailing duty on Spanish

footwear some four years ago. It has never received a reply to

its request.

While Treasury acted speedily, without consultation with

domestic industry, to reduce duties in the Spanish cases, and

without suspension of liquidation, it took Treasury almost five

months to revoke a waiver and institute a countervailing duty in
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a case involving Uruyuayan feather apparel and almost eleven

months to revoke waivers on Uruguayan footwear and handbags.

(The waiver action on leather apparel is discussed more fully

below.) But in these cases where Treasury was acting to impose

duties, it suspended liquidation of entri.s to give the

Uruguayan Government more time to protest Treasury's action.

Thus, on the downside, Treasury appears to act wit": haste,

but on the upside, Treasury clearly takes its time.

5. Treasury Has Stretched the Authority of the Trade Act
of 1974 With Regard to the Granting of Waivers.

The Trade Act and the temporary four-year waiver authority

which expired January 3, 1979, provided the Secretary of the

Treasury with authority to waive the imposition of countervailing

duties when he determines that:

1. adequate steps have been taken to reduce substantially

or eliminate the adverse effect of the bounty or grant on

domestic producers;

2. that there is a reasonable prospect that trade

agreements to reduce or eliminate non-tariff barriers will be

entered into; and

3. the imposition of cruntervailing duties would be

likely to seriously jeopardize the satisfactory completion of

such negotiations.

Treasury Department officials have consistently

interpreted these three criteria -- all of which must exist

before a waiver can be issued -- so loosely as to permit them

to justify any action administratively decided upon.
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In one case, involving the imposition on January 12, 19.;

of a 14 percent countervailing duty on Brazilian handbags, the

Secretary of the Treasury undertook subsequently to waive this

duty as part of a "package agreement' on trade issues which he

personally negotiated during a visit tc Brazil in May 1976.

That waiver on Brazilian handbags was made effective July l,

1976. Can it be said that at that time there was a 'reasonable

prospect' that successful trade agreements were to be entered

into? Could it have been said in May 1976 that the imposition

of the additiona3lduty was "likely to seriously jeopardize the

satisfactory completion of such negotiations?" Hardly, on both

counts.

A recent glaring example of a new horror story is that

related to Treasury's finding that Uruguayan subsidies on leather

wearing apparel were equivalent to 12 percent of the f.o.b.

price for export to the United States.

In its final determination issued January 30, 1978,

Treasury noted an intent to waive the imposition of counter-

vailing duties on the basis that it had received assurances from

Uruguay of a phase-down of only one subsidy -- the 'reintegro'

program of cash rebates which alone amounted to 20 percent or

more of the value of the goods exported. However, because

leather wearing apparel from Uruguay entered the United States

free of duty under the Generalized System of Preferences, the

International Trade Commission was called upon (as required by

Section 303(b) of the Trade Act) to determine whether Uruguayan

subsidies on leather wearing apparel injured the United States

industry. Following a comprehensive investigation, the ITC in
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April 1978, announced a unanimous injury finding. Nonetheless,

even in the face of such a unanimous decision by the Commission

with respect to the subsidized Uruguayan leather apparel, the

Treasury Department carried out its planned waiver, which was

duly announced in the Federal Register of June 30, 1978.

Treasury justified its waiver on the basis of Uruguayan

asurances that it would phase out its major 'reintegro' subsidy

program by January 1, 1979. In agreeing to waive the counter-

vailing duty on this basis, Treasury did not require the

Government of UrLguay to reduce or eliminate other counter-

vailable trade practices which the Treasury had determined to

exist in Uruguay. Treasury's justification for permitting a

waiver while the Uruguayans would leave these subsidies intact,

was that they were very small, perhaps in the order of 2 per-

cent, whereas the major subsidy program, which provided a sub-

sidy of at least 20 percent was netted down to around 12 per-

cent.

The domestic industry argued with Treasury officials that

they were ignoring an additional subsidy benefitting Uruguayan

tanners equal to 8 percent of the value of the leather content

in various products expolrted. Treasury decided differently.

However, more recently, Treasury discovered that, indeed, it had

made a mistake and that the 8 percent subsidy on the leather

content of products exported to the United States was a counter-

vailable duty. Thus, instead of a residual of 2 percent after

the scaling dowin of the major subsidy, Treasury found that the

remaining subsidy on Uruguayan leather apparel added up to a
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total of 13.3 percent. It decided to impose this subsidy effec-

tive November 13, 1978 and revoked its former waiver.

Even after Congress failed to extend the countervailing

duty waiver authority last October, Treasury went ahead and

waived the countervailing duty of almost 36 percent on

Brazilian textiles and apparel on assurances that subsidies

would be reduced by half by January 1, 1979 and by the

remaining half by January 1, 1980. In the interim of one year,

Brazil is being allowed to continue subsidies of a substantial

amount without having countervailing duties applied, to the

detriment of American firms and workers.

Conclusion

The foregoing documents what our group considers to have

been a mismanagement of the countervailing duty program by the

Treasury Department. This record does not support the assertion

of the Secretary of the Treasury to the Joint Economic

Committee on January 31, 1979 that Treasury does its 'best to

administer the statute fairly and efficiently.' It is for

these reasons that our group of 33 organizations believes that

the administration of the countervailing duty statute should be

removed from the Treasury department.
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Mr. CARLILU. Thank you, sir.
At the risk of seeming parochial, let me add one point, Mr. Chair-

man, why we speak with some feeling on this.
My company is one of the largest zinc producers in the United

States. The American zinc industry, a couple of years ago, succeeded
in having a countervailing duty put on imports of Spanish zinc.

The way the Spanish tax system worked was, in effect, a Spanish
subsidy for zinc production as well as some other Spanish products.

I might say that that duty was cut. The Treasury made a recalcu-
lation and cut the duty without even consulting with us.

We learned about it by reading about it in the Federal Register.
Now, just in the last couple of days, we understand that in the

closing hours in which they have waiver authority, the Treasury is
proposing to waive this duty on Spanish zinc, perhaps for the purpose
of getting Spain to sign the subsidies code.

This is the sort of thing that gives a lot of us pause. And there are
other products affected, too.

Third, we believe strongly that the administration of the counter-
vailing. and antidumping statutes should be certain, predictable and
effective, The Trade Agreements Act of 1979 correctly limits the
discretion of the administering authority in carrying out the statute's
requirements.

In the White House fact sheet on trade reorganization, we assume
that the reference to the Cabinet-level trade policy committee having
coordinating responsibility for "import remedy policy: For example,
antidumping and countervailing duties, to the extent legally permit-
ted," means no more and no less than the words of the White House
release.

We note the concern, incidentally, expressed by Mr. McIntyre,
the Director of OMB, at the briefing to the effect that the President
wishes to guard against protectionist tendencies in the implementation
of the statutes.

We are not aware of any evidence over the past few years to indicate
that those Government departments which have trade functions have
practiced protectionism in any of their procedures.

In fact, so far as countervailing duties are concerned, it would seem
to us that proper enforcement of the statute is good business practice,
and pro free trade. In other words, subsidies are inconsistent with an
open trading system.

We think that it would be most unfortunate if this policy oversight
function permitted a repetition of the ineffective implementation of
the statutes as has been the case, in our judgment, since the Trade
Act of 1974 was enacted.

Fourth, we believe that consideration should be given to augment-
ing the staff capabilities of both the administering authority, whatever
it is and the International Trade Commission.

This is not intended to reflect adversely on the work of anyone. We
suggest this simply because it seems likely that these staffs will have
more work to do in the future because more cases may be filed under
both the antidumping and countervailing statutes and because the
new countervailing statute will now require an injury test in all cases.

We think it is essential that the staffwork should be of high quality
and the deadlines should be met.
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We don't have any particular numbers in mind. We would suggest,
Mr. Chairman, that if the committee has not already arranged to do
so, you might want to examine the question of what needs to be done
to adequately staff the administering authority and the ITC ade-
quately to assure effective implementation of both statutes.

Let me come just very briefly to the administration's proposal.
We recognize that there are many misgivings about the administra-
tion's plan, and we know about your own mnsgivings.

I would say, though, that in our judgment it at least represents the
need to do better-much better-in this vital area of international
trade thanhas previously been the case. It is constructive. It is positive.

Finally, I would like to reiterate our concern that, whatever re-
structuring comes out of the legislative process, this not be allowed to
drag on and on to the point of losing the gains represented by the MTN
and the Trade Agreements Act.

Thank you very much, Mr. Chairman.
Senator ROTH. Mr. Carlisle, first, let me point out, partly because of

your recommendations earlier, the MTN implementing bill did remove
much of the administrative discretion from the countervailing duty
and antidumping law, which I supported.

I think-except perhaps in the bureaucracy-there is general agree-
ment that the administering authority be removed from Treasury.
There is a serious question whether it is a helpful move to put it in
Commerce. I wonder if you would care to comment on beha!f of your
group or if you want to put on your St. Joe Minerals hat, ~whatever.
Tell us what your recommendation in this area would be?

Mr. CARLISLE. I will speak personally because there is disagreement
in our group as to where it might go. Perhaps my colleagues would like
to address this briefly, too.

I think the Commerce Department could do an effective job. I
think there needs to be, perhaps, a little fresh air brought in over there,
but I think the Commerce Department could do an effective job.

Putting it in STR does raise some problems. For one thing, I think
STR is a good outfit. I do think it is one of the best of the executive
branch agencies because it is small and has very good people. If you
start building up tho, staff over there and putting duties like this on
them, it might lose so me of that very special quality.

Another possibility, and I honestly don't know how I, myself, come
out on this, is to put it in the ITC, although there are some objections
to that. Of course, under your bill it would go into the new Department
of Trade, at least if I remember correctly it would.

We have spoken on behalf of that bill, Senator Roth, in the past.
Again, just being utterly candid with you, we gather there is opposi-
tion especially in the House to creating a newDepartment.

This is one of the things that concerns us, that this issue will go on
and on in a long debate. Perhaps my colleagues would like to comment.

Mr. NESMER. There is no disagreement among us that this function
must be removed from the Treasury Department. If it remains in the
Treasury Department, no matter who may be the Secretary of the
Treasury or the General Counsel or the Deputy Assistant Secretary
of the Treasury, the philosophical bias, as it were, of that Department
is such that we can never expect to get the kind of effective imple-
mentation of these unfair trade statutes that I think the new legisla-
tion calls for.

50-490 0 - 79 - 11
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Very frankly, in looking at the proposal of the administration as
represented by the factsheet in the briefing, I interpreted what the
administration was saying, was that in effect there would be a new
Department of the Government, although it would build on the exist-
ing Commerc Department, the Department of Trade and Commerce.

At the present time, the office in the Treasury Department, the
Office of Tariffs and Trade, has only four professional members. Those
four people have not been able, obviously, to do the kind of work that
is necessary.

I should like to think, no matter where this operation goes, the pres-
ent staff that has to make the recommendations to the top command,
in whatever the organization is, must be augmented.

We are dealing here not with people necessarily existing presently
in the Department of Commerce, but people who may move from
the Treasury Department, some of those four people from the Office of
Tariffs and Trade, but a larger number of people who must be
recruited.

It is technically not all that difficult to master, I must say, the
intricacies of what these statutes say, even the revised statutes. I
don't consider this to be a hurdle. Nor do I consider, in terms of what
I have just expressed, putting it into the Department of Trade and
Commerce, if that is where it should wind up, as necessarily meaning
that there will be a protectionist bent to that approach.

Mr. DnKIFIFER. Mr. Chairman, I must have brief comments.
Frankly and speaking personally, I would probably favor your pro-
posal. The only reason for that being I know more about the proposal
than I know about the administration proposal.

Senator ROTH. That has been a reason I can think of.
Mr. DEzKiEFFUR. The administration has submitted a four-page fact

sheet which leaves a lot of questions unanswered. For example, we
don't even know what would happen to the U.S. Customs Service
under the administration's proposal as it stands now.

Senator ROTH. Do you know whether the discretionary power
would be put under the administration's.

Mr. DEJIIEFFER. It would depend upon the personalities of the
people who are put in the two positions at STR and the Under
Secretary of Trade. The administration proposal, which apparently
was done in response to requests from the Senaae and was apparently
done in rather of a hurry, leaves more questions unanswered than it
answers.

I would rather accept and recommend others to accept the proposal
you put forward, than a proposal that leaves so many questions un-
answered. Perhaps they wilF be answered over the next few weeks
as you continue your discussions with the administration.

Senator ROTH. Let me answer a comment made by Mr. Carlisle.
I agree that action should not be delayed. I know the chairman,
Senator Ribicoff feels very strongly, so that it is the intent of this
committee, and i think most people who will be involved, to try to
move expeditiously.

As a matter of fact, we are hopeful that during the August recess
that the staff can all develop a consensus on our behalf.

As was pointed out this morning, the Presidint has indicated that
he doesn't want a new Department, he doesn't want a new member

U
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of his Cabinet. There is also broad consensus this morning we need
to consolidate, much more than the administrative proposal does.

You can argue as to where that should go, whether it should go in
the Commerce, around the STR, or in a new Department. I think
none of us are talking about a new bureaucracy, although there would
have to be some additions.

But would you gentlemen agree that a consolidation generally is
desirable, the trade functions; would you care to comment on that?

Mr. CARLISLE. Let me start off, my friends can correct me. I think
some consolidation certainly is necessary, or would be highly desirable,
Mr. Chairman. I do share the views of the previous witness, and I take
it your views, too, that what really counts as much as anything is the
kind of people we bring into these top-level jobs, whatever we call
those top-level jobs. It isn't just a matter of attitude, it certainly
isn't a matter of proficiency, and it's not difficult to master the
mechanics of the trade laws.

What we really need is political leadership on thcose questions,
political leadership of the highest order.

Senator ROTH. That is basically what concerns me with the admin-
istration's proposal. I will be very candid with you, I think in no way
is it going to attract the kind of leadership that we need to change
this attitude, both in Government and business.

Mr. CARLISLE. We are losing our competitive position. We are
losing it in my industry. In industry after industry, we are losing our
edge around the world and something has to be done.

We have to get a national consensus on what should be done.
Senator RoTH. That is the reason I feel organization is very im-

portant, to attract a topnotch man or woman who has a can-do
attitude. You have got to create a job that will provide some incen-
tives, and the history of STR, in all candor, is once you get beyond
negotiations, be sure you still have some good people in the or-
ganization.

I don't want in any way to downgrade them, but you don't have
the strong leadership, you are not going to have a Bob Strauss.

The problem with Commerce is a well-known fact that it is a large
bureaucracy and it is very difficult to get much done there. So you
are not going to get any change by lumping it in there. So I think in
all candor the direction we are going to move is around the STR.
This might be an interim step.

Mr. NIHMER. Senator, if consolidation is synonymous with effective
implementation of the new legislation, I will be all for it. But if the
consolidation and the leadership of that consolidated function is not
one attuned to seeing to it that there is effective implementation, then
consolidation will not have served that purpose.

I am in favor of consolidation if that is going to bring about effective
implementation.

Senator ROTH. Of course, as you point out, and as I have said also
many times, how significant the multinational trade agreements just
negotiated are depends upon the implementation.

The nontariff codes speak in very broad terms, and I very strongly
support the goals and objectives. But what I want to see created is an
organization that will make certain that we assert our rights. We have
not done that in the Treasury in the past, and I am not optimistic we
will in Commerce.
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What I am trying to say is we deal within the constraints that thePresident feel essential, but we must begin taking meaningful steps
forward.Again, I appreciate you gentlemen joining us. I would hope that you
would keep m contact with our people as we begin to develop thisbecause I think it is the most critical reorganization that we have
before us.

Thnlk you very much.
Mr. CARLISLE. Thank you very much.
[The prepared statement of Mr. Carlisle follows:]

PREPARED STATEMENT or CHARLzE R. CARL8SLE, ON BEHALF OF THa AD Hoc
SUBSIDIES COALITION

Mr. Chairman, my name is Charles R. Carlisle, vice president of St. Joe Min-eral Corp., which has its headquarters in New York City. Today, I am appearingon behalf of an ad hoc coalition of 33 industrial and labor organizations (attach-ment) that has been working for almost 2 years for an effective implementing bill
for the Subsidies Agreement negotiated in Geneva.With me are Mr. Stanley Nehmer, president of Economic Consulting Servicesbased in this city and Mr. Donald deKieffer of the Washington law firm ofCollier, Shannon, ill, Edwards and Scott. Messrs. Nehmer and deKieffer havehad extensive experience with the trade statutes, and both have represented anumber of clients who have filed cases under the 1974 Trade Act and other
statutes.

We appreciate the opportunity to testify on the extremely important issue oftrade reorganization. There are several major proposals before the Congress on
this subject, including the proposal submitted by the White House, and these
proposals cover a wide range of matters.While Congress will ultimately work its will with respect to trade organization,
it is unclear to us whether, procedurally, the Administration will submit itsproposal in the form of a bill or as a reorganization plan. We would hope that, ifit is submitted as a reorganization plan, the committee would express our views
on this issue to the Administration.I am not in a position today to express a preference for one proposal over theothers. Ours is a broad coalition, covering many interests, a coalition formed to
work on the subsidy/countervailing duty issue.There is, however, agreement within our coalition on a few key points regardingthe administration of the countervailing duty and antidumping statutes. I can
make these points rather briefly.First we are gratified that so many members of the Congress have taken astrong interest in the subject of trade reorganization and have pressed the Admin-
lstration vigorously on the subject. In our view, the administration of America'strade laws and policies is as important as the amendments to the trade statutes
contained in the new Trade Agreements Act.Delay in dealing with trade reorganization could jeopardize the effective im-plementation of the recently completed multilateral trade negotiations. We trusttherefore, that it is the intention of this committee and of the Congressionalleadership to deal expeditiously with this subject and to send a bill to the Presidentin this session of Congress. I emphasize this point, Mr. Chairman, because webelieve that there cannot be effective implementation of U.S. rights and obliga-tions stemming from the multilateral trade negotiations until there has beeneffective restructuring of the trade functions within the U.S. Government.Second, we are most happy to see that none of the proposals call for the TreasuryDepartment to continue its administration of the countervailing and antidumpingstatutes. The Treasury Department appears to regard effective administration ofthese statutes as "protectionist," although subsidies and dumping are, in fact,
forms of protectionism.

Our group was among the first and among the most outspoken in callin atten-tion to Treasury's ineffective administration of the unfair trade statutes. We con-tinue to believe that new and vigorous direction must be given to both statutes,and we hope that there will not be any changing of minds on Capitol Hill, ordowntown either, on this fundamentally important point.
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Third we believe strongly that the administration of the countervailing duty
and antidumping statutes should be certain, predictable and effective. The Trade
Agreements Act of 1979, which will amend both and which has now passed both
houses of Congress, correctly limits the discretion of the administering authority
in carrying out the statutes' requirements.

In this connection, we assume that the reference in the ', hite House F act Sheet
on trade reorganization to the Trade Policy Committee having coordinating
responsibility for "import remedy policy: for example, antidumping and counter-
vailing duties, to the extent legally permitted" means no more and no less than the
words of the White House release. We note the concern expressed by the Director
of OMB at the trade reorganization briefing to the effect that the President wishes
to guard against "protectionist tendencies' in the implementation of the statutes.

We are not aware of any evidence over the past few years to indicate that those
government departments which have trade functions have practiced "protection-
ism" in any of their procedures. In fact, so far as countervailing duties are con-
cerned, it would seem to us that proper enforcement of that statute is good
business practice-and pro free trade.

I should add that it would be most unfortunate, and we are sure the Administra-
tion would agree, if this oversight function permitted a repetition of the ineffective
implementation of these statutes as has been the case since the Trade Act of 1974
was enacted.

Fourth, we believe that consideration should be given to augmenting the staff
capabilities of both the administering authority and the International Trade
Commission. We suggest this since it seems likely that these staffs will have more
work to do l the future because more cases may be filed under the amended
antidumping and countervailing duty statutes and because the new counter-
vailing statute will now require an injury test in all cases. And it is essential that
the staff work should be of high quality and that deadlines should be met.

We do not have any particular numbers in mind; we simply suggest that this
committee, if it has not already arranged to do so, examine the question of what
needs to be done to staff the administering authority and the ITC adequately to
assure effective implementation of the countervailing duty and antidumping
duty statutes.

What bas been submitted to you by the Administration may not be the most
polished government reorganization proposal to have come before this committee.
But it represents a recognition of the need to do better-much better-in this
vital area of international trade than has previously been the case. It is con-
structive. It is positive. Whatever restructuring comes out of the legislative proc-
ess should not be allowed to drag on and on to the point of losing the gains
represented by the Multilateral Trade Negotiations and the Trade Agreements
Act.

Thank you.
ENDORSING OROGNIZATIONS

Amalgamated Clothing and Textile Workers Union, AFL-CIO.
American Apparel Manufacturers Association.
American Footwear Industries Association.
American Pipe Fittings Association.
American Textile Manufacturers Institute
American Yarn Spinners Association.
Bicycle Manufacturers Association.
Cast Iron Soil Pipe Institute.
Clothing Manufacturers Association.
Copper and Brass Fabricators Council Inc.
Industrial Union Department, AFL- CIO.
International Ladies Garment Workers Union, AFL-CIO.
International Leather Goods, Plaasics and Novelty Workers Union, AFL-CIO.
Lead-Zinc Producers Committee.
Luggage and Leather Goods Manufacturers of America, Inc.
Man-Made Fiber Producers Association.
Metal Cookware Manufacturers Association.
National Association of Chain Manufacturers.
National Association of Hosiery Manufacturers.
National Cotton Council.
National Federation of Fishermen.
National Handbag Association.
National Knitted Outerwear Association.

I
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ENvDOasIGo OoANIZATION s-Con tinued

National Knitwear Aseciation.
National Outerwear and Sportswear Association.
Northern Textile Association.
Retail Clerks International Union AFL-CIO-CLC.
Scale Manufacturers Association, Inc.
Synthetic Organic Chemical Manufacturers Association.
Tanners Council of America, Inc.
Textile Distributors Association.
Valve Manufacturers Association.
Work Glove Manufacturers Association.

Senator ROTH. Dr. Weinschel, will you come forward. You were
here before. We will include your statement in its entirety and would
ask that you, since it is a fairly lengthy statement, summarize the
purpose of our hearing.

ESTIMONY OP BRUNO 0. WEINCBICEL , VICE P1REIDENT, IN8TI-
TUTE OF ELECTRICAL AND ELECTRONICS ENGINEERB; ACCOX-
PANIED BY FRANK CU MMINGS,

IEEE INTEREST IN INNOVATION AND PRODUCTIVITY

Mr. WEINSCREL. Yes. I would like to introduce at my left our coun-
sel, who is Mr. Frank Cummings, of Marshall, Bratter, Greene,
Allison & Tucker.

I am the vice president of the Institute of Electronic and Electrical
Engineers [IEEE). We are the largest engineering organization in the
world-we have about 190,000 members, of which over 150,000 are in
the United States. As vice president for professional affairs, I am
IEEE's interface to the Washington scene.

Beginning in 1977 we expanded our interest in the innovation and
productivity issue. There are about 7 task forces formed in response
to Eizenstat's memo in the White House, and some of our members
have been on each of the task forces. The results of those task forces
have not yet some out of the White House-they went into the White
House on June 1.

IEEE COMMENTS ON PENDING LEGOISLATIvE PROPOSALS

First, let me say something about the sketchy administration
proposal, which is really quite emasculated compared to information
that was available in the President's draft plan for trade reorganiza-
tion, which was circulated last year. That dealt with technology and
productivity and had a lot of meat to it; but what was released this
week was very, very meager.

We have studied the various bills, and I would like to give you our
opinion about the strong points and weak points, as we see them. We
like your bill since it is proposing a new freestanding agency discon-
nected from Commerce. If we take a look at the Department of
Agriculture, it represents the farmer. The Labor Department repre-
sents Labor. But nobody could say that Commerce represents industry
or business.

And just by reorganizing and consolidating-under the various
bills-these functions into the Commerce Department, we would not
expect a major improvement.
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In each of those bills, with the exception of the Stevenson bill, we
see an emphasis on form, not on substance-how to reorganize trade,
but not what to trade. The Stevenson bill is the only bill which con-
cerns itself with lagging productivity, our innovation lag, our lack of
ability to compete m the export trade.

THE IMPORTANCE OF PRODUCTIVITY, INNOVATION AND
COMPETITIVENESS

You cannot separate success in our export trade from competitive-
ness in the domestic area-the ability to compete successfully with
clever imports, be they Japanese cars or electronics. They cannot be
separated.

A PROPOSED AMENDMENT To CREATE A NATIONAL ENOINEERING
FOUNDATION

To succeed in both we would envision a free standing agency as
shown in your bill, coupled with support of technology, productivity
and competitiveness on the domestic scene as well as the export
trade as described in the Stevenson bill, coupled with still another
Stevenson bill, which came out May 24-S. 1250, which I think was
called the Innovation Act of 1979.

INNOVATIONS AND APPLICATIONS COMPARED TO BASIC RESEARCH

In the testimony that I filed with you, figure D shows the distribu-
tion of Nobel prizes among the British, the West Germans, and the
United States, and we are leading, even in 1976.

Now, I have another figure which I will pass to the table, which is
taken from the National Science Board's table, showing the total of
major innovations among the United Kingdom, United States, Japan,
and West Germany, and you will see that even in 1973, we were still
leading in major innovations.

So our inventiveness has not gone down, nor has our success in basic
research.

What we have not been able to do is to cash in and apply, create and
retain the markets which stem from these innovations.

As to most of the technologies that are being imported to this coun-
try, the basic research was done in this country. Most of the solid state
technology, 19 out of 20 major innovations, came out of this country.
We publish it freely. There is no national boundary on publications in
journals. And everybody benefits from our basic research.

But we are not able to produce those items competitively, either for
domestic competition or for external trade. And it is for that reason
that we are advocating the creation of a new agency-or a unit in one
of these new agencies-which would be a focal point for applied re-
search, for technology improvement, concerned with improvement of
productivity so that we can become more competitive both in domestic
competition and in world trade.

I have watched with great sadness how we have lost our color
television market within the last 5 or 6 years. When we first were

[Table referred to follows :]
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MAJOR TECHNICAL INNOVATIONS FOR U.S., U.K., JAPAN, WEST GERMANY
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encountering Japanese color TV sets, most of our domestic manu-
facturers went abroad in order to benefit from lower labor cost.

I now see similar things happening on some itemd which we will
probably lose in 1980 to 1983. Let me give you an example.

There is a commitment in both Japan and Germany to put up power-
ful satellites for local TV distribution directly to the home where
everybody has his own Earth station, about one meter in diameter. The
Japanese are working feverishly to create the means to produce these
receivers. There is nobody in this country who is concerned with this
and is working on it. It has not been resolved in our communication
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politics. Yet we should have it, even if just from an export market
point of view. It should be begun, but nobody is doing it.

We are used to a large domestic market, and this country is not in
the same predicament as Japan, which has no raw materials, or even
Germany, which has to export in order to stay alive. Our manufac-
tures, on the average, do not know that one must export in order to
stay alive.

Mr. Chairman, looking at our trade balance, you will see that we
are suffering mainly because of our increasing import of manufactured
items. It is there where we lose our market. We ask you to consider our
proposals a way of turning that around.

Tha you.
Senator ROTH. Let me ask you one question in connection with

technological development. It is my understanding that today roughly
two-thirds of the American patents are issued to foreign inventors.

Mr. WEINSCHEL. The patent balance, if we compare patents filed
by U.S. corporations in foreign countries to patents granted to foreign
corporaticrns in the United States, has changed in a very lopsided
fashion. There is a tremendously increased activity in U.S. patents
owned by foreign corporations, and there has been a definite decrease
in what we are filing on the outside.

But a patent is only the tip of an iceberg. You need something to sell
and the patent is only the beginning. The patent normally represents
less than 10 percent of R. & D. investment, while what you need in
total tooling and initial marketing effort to get on stream represents
the other 90 percent. So the patent is only a forewarning of what is
going to happen.

Senator ROTH. But it is a first step.
Mr. WEINsCHEL. It is definitely one of the indicators, but the major

ndicator is a much simpler one. It is the merchandise trade balance.
Your mercb -ndise trade balance, if you look at it, was negative before
OPEC. Most people don't realize that. They blame it all on OPEC, but
we were already negative somewhere around 1970, and we were on a
negative slope. When the OPEC countries got extra money, there was
a short-term infusion of technological sales into OPEC until about
1975, and then eventually we fell down again.

So we were already on a bad course at about 1970. This is a serious
ill which has crept up on us over a 20-year period and cannot be healed
in 5 years by throwing a lot of money at it.

Senator ROTH. I think you focus on a very serious problem, one that
I would hope governmental affairs would devote some time and effort
to. It was touched upon this morning. Some people assert that some
of our taxes really provide an incentive to American companies to do
their research and development abroad.

I am concerned that in many ways we are not creating an environ-
ment that promotes and helps small business which, in many ways, are
the most creative, innovative and frankly, in most cases, are the ones
who create most of the jobs.

So I share your concern there. I would want to study it a lot more
carefully. Going through the energy proposal, and it seems to bring
the money to Washington and dole it out, I am not sure that is the
best approach and I am not sure that would be the most helpful means
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of the Government becoming involved, although I do think you make
a very powerful argument about applied research in your paper here.

I don't suppose we are really going to, in our reorganization of trade,
deal directly with that aspect, although I think it is a very key part of
the problem, and I would welcome at a later date continuing this
dialog.

Mr. CUMMINGS. Mr. Chairman, it isn't in any of your pending bills.
Senator ROTH. That is correct.
Mr. CUMMINos. But the references to it are a refrain among your

witnesses who have appeared here so far. They tell you that, before
you can have a favorable trade balance, you have to have something
to trade, something that your trading partners would want to buy
and indeed that yo'r citizens here would want to buy, instead of
importing it.

We have thought about what flesh could be put on the bones of
those references. We have a preliminary draft bill that can be viewed
as a bill, or an amendment to a bill, or a new title of a bill.

With your permission, we would like to insert it in the record here,
and, we hope, have your consideration of the possibility that, within
whatever agency you have in mind, you would create something
modeled in part on what you now have in basic research--the National
Science Foundation, but not with that function at all. Instead, this
would have the function of a National Engineering Foundation whose
focus would be applied technology, applications, whose direction would
come from very result-oriented, trade-oriented, markets-oriented busi-
ness people. And the Government could and should play a role, as it
does in some European countries that Dr. Weinschel has described, in
fostering and in funding applications that would help develop this
kind of technology, so that instead of Americans buying Japanese
television sets, they and we will be buying ours.

Senator ROTH. I would welcome receiving this language. We will
make it a part of the record so that it can be considered during the
deliberations.

[The information referred to follows:]
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Draft -- 8/2/79

A BILL

To establish the National Foundation for Technology.

Be it enacted by the Senate and House of Representative

of the United States of America in Congress assembled,

SHORT TITLE

SECTION 1. This Act may be cited as the "National

Foundation for Technology Act".

FINDINGS AND PURPOSE

SECTION 2. (a) The Congress finds that -

(1) The nation's rate of productivity growth,

essential to combat inflation and improve the U.S. balance

of payments, is and has been decl:.nino. The vigorous pur-

suit of technological innovation through research and

development is essential to maintain anc increase national

productivity and trade.
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(2) Support and development of applied research,

translating basic knowledge into technological applications

is essential to promote national productivity growth.

(3) Technological innovation and improvement can

be best achieved through coordination of the education

sector and the market place.

(4) There is a proper role for government in

encouraging, furthering, coordinating and sponsoring applied

research and development designed to improve the nation's

technological capacity.

(b) It is, therefore, the purpose of this

Act to establish a National Foundation for Technology which

shall initiate, support and coordinate applied research and

engineering projects and programs directed toward increasing

the nation's productivity growth.

DEFINITIONS

SECTION 3. For purposes of this Act the term -

(1) "Engineering" includes the disciplines of

mechanical, electrical, aeronautical, civil, chemical,
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petroleum and mining engineering and their subdivisions.

(2) "institution of higher education" means an

educational institution in any State which -

(A) admits as regular students only indivi-

duals who have a certificate of graduation from a school

providing secondary education or the recognized equivalent

of such certificate;

(B) is legally authorized within such State

to provide a program of education beyond secondary educa-

tion;

(C) provides an educational program for

which it awards a bachelor's degree or other degree, or

provides not less than a two-year program which is accept-

able for full credit toward a bachelor's degree;

(D) is a public or other nonprofit institu-

tion; and

(E) is accredited by an accrediting organi-

zation or association determined by the Foundation to be a

II
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reliable authority as to the quality of training offered;

(3) "Foundation" means the National Foundation

for Technology;

(4) 'Board" means the Board of the National

Foundation for Technology;

(5) "agency" means any Federal executive agency;

and

(6) "State" means the several States, the Dis-

trict of Columbia, the Commonwealth of Puerto Rico, the

Trust Territory of the Pacific Islands, or any other terri-

tory or possession of the United States.

ESTABLISHMENT

SECTION 4. There is established in the executive

branch of the Government an independent foundation to be

known as the National Technology Foundation.

FUNCTIONS

SECTION 5. In order to carry out this act, the Foun-

dation shall -
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(1) Study and evaluate, with assistance as needed

from the Commerce, Treasury and Labor Departments, other

agencies as appropriate, and representatives of U.S. Busi-

ness, U.S. and international technological advances and

innovation opportunities and technological needs of American

industry; and to use the results of this study to guide its

support of applied research and development.

(2) Initiate and support applied research and

engineering programs by making contracts or other arrange-

ments (including grants, loans and other forms of assist-

ance) to support such research and engineering activities.

The development and support of programs shall take into

consideration:

(A) The potential value of the program in

the marketplace as evidenced by the interest in and finan-

cial support of the research by organizations with the

capability to complete the development and to market it;

(B) Potential for increasing export trade

and domestic employment;

(C) Potential impact on productivity through

innovation;
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(D) Benefits to small businesses;

(E) Benefits to industries which are made up

of many small companies; and

(F) Potential impact on energy self-sufficiency

of the U.S.

(3) Support, by means of grants, scholarships and

other forms of assistance to institutions of higher educa-

tion, educational curricula which emphasize practical engi-

neering skills, including -

(A) Design competence;

(B) Production engineering;

(C) Manufacturing processes, including auto-

mation; and

(D) Production and engineering management.

(E) Cost Control

(F) Quality Control

I
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(4) Initiate and support by means of grants,

scholarships and other forms of assistance cooperative

programs between institutions of highetr education and indus-

try involving -

(A) The pursuit, at institutions of higher

education, of research which meets specific needs of parti-

cular industries and companies, where companies or industries

will provide partial support;

(B) Rotation of personnel between industry

and research or teaching roles at institutions of higher

education; and

(C) Research on industry standards, stan-

dardized components and interfaces which are of importance

to the continuing development of an industry.

(5) Generally support the competence and prestige

of the engineering profession by -

(A) Grants to engineering libraries at

institutions of higher education; and

(B) Awards, prizes and other forms of recog-

nition of engineering excellence including awards to be made

60-490 0 - 79 - 12
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to the alma mater of the individual whose accomplishment is

being recognized.

BOARD OF THE NATIONAL ENGINEERING FOUNDATION

SECTION 6. (a)(1) The Board shall be composed of

twenty-four members appointed by the President, by and with

the advice and consent of the Senate, from persons who are

members of any of the engineering professions, from engi-

neering oriented industries and from the academic engi-

neering community and of the Director ex-officio. The Board

shall establish the policies of the Foundation.

(2) The President shall make appointments to the

Board under Paragraph 1 after considering nominations from

the engineering societies, industry and academics. One

member of the Board shall be an employee of each of the

following departments: Commerce, Treasury and Labor. One

member shall be a member of the staff of the President's

Science Advisor. At least two members shall be from the

faculty or administration of an institution of higher

education and at least 12 shall be selected from the U.S.

manufacturing community of which at least 7 shall be from

technologically oriented businesses employing less than

1,000 persons.
a
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(3) A vacancy on the Board shall be filled in the

manner in which the original appointment was made.

(b)(l) Except as provided in Paragraphs (2) and

(3), members of the Board shall be appointed for terms of

six years.

(2) Of the members first appointed -

(A) Eight shall be appointed for terms of

two years;

(B) Eight shall be appointed for terms of

four years; and

(C) Eight shall be appointed for terms of

six years, as designated by the President at the time of

appointment.

(3) Any member appointed to fill a vacancy occur-

ring before the expiration of the term for which his pre-

decessor was appointed shall be appointed only for the

remainder of such term. A member may serve after the expi-

ration of his term until his successor has taken office.

(4) No member shall serve more than two consecu-

tive terms.
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(c)(1) Except as provided in Paragraph (2),

members of the Board shall each be entitled to receive $300

for each day (including travel time) during which they are

engaged in the actual performance of duties for the Board or

the executive committee.

(2) Members of the Board who are full-time officers

or employees of the United States shall receive no addi-

tional pay for their service on the Board.

(3) While away from their homes or regular places

of business in the performance of services for the Board,

members of the Board shall be allowed travel expenses,

including per diem in lieu of subsistence, in the same

manner as persons employed intermittently in the Government

service are allowed expenses pursuant to Section 5703(b) oZ

Title 5, United States Code.

(d) Thirteen members of the Board shall consti-

tute a quorum.

(e) The Chairman and Vice Chairman of the Board

shall each be elected by the members of the Board for a term

of two years.
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(f) The Board shall meet at least quarterly, at

such other times as the Chairman may determine, and whenever

one-third of the members of the Board request in writing

that the Chairman call a meeting.

EXECUTIVE COMMITTEE (42 U.S.C. S1865)

SECTION 7. (a) There shall be an Executive Committee

of the Board, (referred to in this Act as the "executive

Committee"), which shall be composed of five members and

shall exercise such powers and functions as may be delegated

to it by the Board. Four of the members shall be elected as

provided in subsection (b), and the Director ex-officio

shall be the fifth member and the Chairman of the Executive

Committee.

(b) At each of its annual meetings occurring in an

even-numbered year the Board shall elect four of its members

as members of the Executive Committee, and the Executive

Committee members so elected shall hold office for two years

from the date of their election. Any person, other than the

Director, who has been a member of the Executive Committee

for six consecutive years shall thereafter be ineligible for

service as a member thereof during the two-year period

following the expiration of such sixth year.
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(c) Any person elected -s a mtember of the Execu-

tive Committee to fill a vacancy occurring prior to the

expiration of the term for which his predecessor was elected

shall be elected for the remainder of such term.

(d) The Executive Committee shall render an

annual report to the Board, and such other reports as the

Committee may deem necessary, summarizing its activities and

making such recommendations as it may deem appropriate.

Minority views and recommendations, if any, of members of

the Executive Committee shall be included in such reports.

DIRECTOR OF THE FOUNDATION

SECTION 8. (a) The Foundation shall have a Director

who shall be appointed by the President with the advice and

consent of the Senate for a term of six years unless sooner

removed by the President and who shall be paid at a rate not

to exceed the rate of basic pay in effect for level II of

the Executive Schedule. Before any person is approved as

Director, the President shall afford the Board an oppor-.

tunity to make recommendations to him with respect to such

appointment.

(b) Except as otherwise specifically provided in

this Act (1) the Director shall exercise all of the authority
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granted to the Foundation by this Act (including any powers

and functions which may be delegated to him by the Board),

and (2) all actions taken by the Director pursuant to the

provisions of this Act (or pursuant to the terms of a dele-

gation from the Board) shall be final and binding upon the

Foundation.

(c) The Director may from time to time make such

provisions as he deems appropriate authorizing the perform-

ance by any other officer, agency, or employee of the

Foundation of any of his functions under this Act, including

functions delegated to him by the Board; except that the

Director may not redelegate policy-making functions dele-

gated to him by the Board.

(d) The formulation of programs in conformance

with the policies of the Foundation shall be carried out by

the Director in consultation with the Board.

(e) The Director shall not make any contract,

grant, or other arrangement pursuant to section 11(c) without

the prior approval of the Board, except that _ grant, con-

tract, or other arrangement involving a total commitment of

less than $2,000,000 or less than $500,000 in any one year,

or a commitment of such lesser amount or amounts and subject

I
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to such other conditions as the Board in its discretion may

from time to time determine to be appropriate and publish in

the Federal Register, may be made if such action is taken

pursuant to the terms and conditions set forth by the Board,

and if each such action is reported to the Board at the

Board meeting next following such action.

(f) The Director, in his capacity as ex-officio

member of the Board, shall, except with respect to compen-

sation and tenure, be coordinate with the other members of

the Board. He shall be a voting member of the Board and

shall be eligible for election by the Board as Chairman or

Vice Chairman of the Board.

SECTION 9. (a) The Foundation shall have a Deputy

Director who shall be appointed by the Board for a term of

six years and who shall be paid at a rate not to exceed the

rate of basic pay in effect for level of the Executive

Schedule. "

The Deputy Director shall have primary responsi-

bility, subject to Board approval, for the exercise of the

Foundation function designated in Section 5(1) above, and

shall have such other duties and exercise such other powers

as the Director shall pres6ribe.

-|I
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(b) There shall be two Astociate Directors of the

Foundation who shall be appointed by.the Board for a term of

six years unless sooner removed and who shall be paid at a

rate not to exceed the rate of basic pay in effect for level

of the Executive Schedule.

One of the Associate Directors, designate] as the

Associate Director for Applied Research and Development,

shall have primrary responsibility, subject to the approval

of the Director, for the exercise of the Foundation function

designated in Section 5(2) above.

One of the Associate Directors, designated as the

Associate Director for Engineering, shall have primary

responsibility, subject to the approval of the Director, for

the exercise of the Foundation functions designated in

Section 5(3) (4) and (5) above.

(c) The Director, Deputy Director and Associate

Directors shall not engage in any other business, vocation,

or employment during their period of service with the Foun-

dation. Except in any case of specific approval by the

Board, the Director and Deputy Director shall not have any

pecuniary interest in any business or other organization

with which the Foundation makes any contract or othcr arrange-

ment.

I
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(d) The Director may appoint and fix the pay of

such additional personnel as he deems necessary.

(e) The Director may procure temporary and inter-

mittent services to the same extent as is authorized by

Section 3109(b) of Title 5, United States Code.

AUTHORITY OF THE FOUNDATION

SECTION 10. The Foundation shall have the authority to

take any action it deems necessary to carry out this Act,

including the authority to -

(1) Prescribe rules;

(2) Make contracts or other arrangements with any

State, agency, or person, with or without reimbursement,

without any performance or other bond, and without regard to

Section 3709 of the Revised Statutes of the United States

(41 U.S.C. 5);

(3) Make advance, progress, or other payments

relating to research with respect to public professions

without regard to Section 3648 of the Revised Statutes of

the United States (31 U.S.C. 529);
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(4) Accept and utilize the services of voluntary

and uncompensated personnel and to provide to such personnel

transportation and subsistence as authorized by Section 5703

of Title 5, United States Code, for persons serving without

compensation; and

(5) Icquire by purchase, lease, loan, or dona-

tion, and to hold and dispose of by saje, lease, or loan,

any real and personal property.

GENERAL PROVISIONS

SECTION 11. (a) Any person entering into any contract

or other arrangement with the Foundation shall maintain

records, in such detail and manner as prescribed, by rule,

by the Foundation, to ensure an effective audit. Such

records shall be available at reasonable times to the Foun-

dation and to the Comptroller General of the United States,

or any of their duly authorized representatives, for pur-

poses of audit and examination.

(b) The Foundation may obtain from any agency any

information, eLtimates, or statistics which the Foundation

deems necessary to carry out this Act. Any agency shall
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transmit such material or assistance directly to the Foun-

dation upon such request by the Foundation.

(c) Upon request by the Foundation, the head of

any agency may detail, with or without reimbursement, any of

his personnel to the Foundation to assist the Foundation in

carrying out this Act.

SCHOLARSHIPS AND GRADUATE FELLOWSHIPS

SECTION 12. (a) The Foundation may award scholarships

and graduate fellowships for the study of the engineering

disciplines.

(b) Any scholarship or graduate fellowship awarded

under Subsection (a) shall -

(1) Be made only to citizens of the United

States; and

(2) Be made on the basis of ability.

PATENTS

SECTION 13. When research funded or partially funded

by the Foundation results in patentable inventions, the
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Foundation shall require the researcher to obtain such

patents.and assist him in so doing. Whether the patent so

obtained will be the property of the U.S. Government or of

the researcher and his organization shall be decided by the

Foundation on an individual basis subject to the following

guidelines:

(1) The primary objective is the exploita-

tion of the patent for the benefit of U.S. industry and

consumers. Thus, an organization's intention to exploit the

patent and evidence of pursuit of this intention shall

constitute factors favorable to granting ownership of the

patent to the researcher and/or his organization.

(2) The largest part of the cost associated

with bringing a patent to the market place is usually

incurred in the development and marketing phase and without

the protection of an exclusive patent a company is unlikely

to proceed with development and marketing.

(3) An unused patent has no value.

REPORTS

SECTION 14. (a) The Foundation shall transmit a

report to the President and to each House of the Congress



186

not later than one year after the Board has been duly

organized and annually thereafter. Each such report shall

contain a detailed statement of the activities of the Foun-

dation, together with its recommendations for such legis-

lation or other action it deems appropriate.

(b) In addition to reports required by Subsection

(a), the Foundation shall make any study or report ordered

by either House of the Congress, by any committee of either

House, or by any joint committee of the Congress.

(c) At the request of either House of the Con-

gress, of any committee of either House, or of any joint

committee of the Congress, the Director of the Foundation

shall furnish such House or committee with such assistance

or information as it may request.

AUTHORIZATION

SECTION 15. (a) For the purpose of carrying out

Section 5 of this Act there is hereby authorized to be

appropriated to the Foundation -

(1) For the fiscal year ending September 30,

1980, an .mount not to exceed $5,000,000;

re
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(2) For the fiscal year ending September 30,

1981, an amount not to exceed $20,000,000; and

(3) For the fiscal year ending September 30,

1982, an amount not to exceed $100,000,000.

Sums appropriated under the authority of this subsection

shall remain available until expended. For the fiscal year

ending September 30, 1983, and for each subsequent fiscal

year such sums may be appropriated as the Congress may

hereafter authorize by law to carry out the provisions of

Section 5.

(b) There are authorized to be appropriated for

each fiscal year such sums as may be necessary to administer

the provisions of this Act.

Senator RorH. I might mention to you that Senator Stevenson and
I are in the process of forming wijat we call a Senate export caucus.
We are going to be taking a look at many different aspects of the
problem, certainly technology and the development has to be high
priority.

Gentlemen, thank you very much for being with us today.
[The prepared statement of Mr. Weinschel follows:]
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TESTIMONY OF DR. BRUNO O. WEINSCHEL,*
ON BEHALF OF

THE INSTITUTE OF ELECTRICAL AND ELECTRONICS ENGINEERS,
IN HEARINGS ON TRADE LEGISLATION HELD BEFORE THE
U.S. SENATE COMMITTEE ON GOVERNMENTAL AFFAIRS,

July 25, 1979

INTRODUCTION

Mr. Chairman, we are engineers -- applied scientists.

We invent, develop and make the products of American technology.

Those products are potentially the difference between a

positive and negative trade balance.

The redesign of our trade policies is needed -- it

would help assure policy coherence where it is needed. The

streamlining of our governmental trade bureaucracy Is needed --

it would help implement our trade policies.

But coherent trade policies and streamlined adminis-

tradition are meaningful only if American business! has

something to trade -- something to sell which our trading

partners or domestic customers wish to buy. And it must be

something either better and more advanced, or cheaper because

technology made us more productive, when compared to com-

peting products made elsewhere. If we do not have that --

if we do not foster major advances in our applied technology --

* Dr. Weinschel is Vice President of IEEE and Chairman
of IEEE's U.S. Activities Board.
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we will not solve our trade problems, no matter how we

revise trade policy, no matter how we reorganize out trade

bureaucracy.

So there is a missing ingredient in the pending trade

bills and proposals. You can supply that ingredient. You

can make this package whole. You can make it work. You can

make it succeed.

We have a proposal. We propose that you add to your

bill an additional title, creating and funding a new govern-

ment initiative: an agency (or a well defined part of a

larger agency) devoted exclusively to fostering development

of applied technology, so that American business -- and

particularly small business, where the greatest technological

advances most often originate -- can increase productivity,

develop new and better technologies, and become more cozt-

petitive in world markets, as well as compete successfully

against imports in our domestic market. Those are markets

where we have recently lost out -- needlessly -- to foreign

competition in fields where we have been, could be, and

should be the technological leader and leading exporter and

domestic supplier with growing, not shrinking, technological

and trading advantage.

50-490 0 - 79 - 13
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Accordir.gly, in this testimony we propose to outline

for you briefly (and submit more detailed documentation

separately) the following: (1) the problem of declining

American productivity and sluggish technological advance;

(2) the current weaknesses in governmental support for

technological advance; and (3) a proposed legislative

solution which would restore the traditional and justifiable

American leadership in technology, productivity, exports

and competitiveness in the domestic market.

I. DECLINING AMERICAN PRODUCTIVrTY AND
SLUGGISH TECHNOLOGICAL ADVANC'E

A. Decline in R&D as Percentage of GNP.

The U.S. decline in expenditure for research and

development is evident since 1975. Figure A shows an over-

view of the investment in research and development as a

percentage of gross national product, for the United States,

Great Britian, West Germany and Japan. It shows how we lost

our lead from 1960 to 1975.
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B. Disparity in Defense and space related U.S. R&D.

But 50% of U.S. investment in R&D is defense and space

connected, and the benefits for the civilian economy are, as

a result, minor. The problems which our universities solve

for our defense establishment and space effort attract some

of our brightest scientists, thereby taking them away from

the more "mundane" jobs of applied research which might

enhance industrial productivity.

In contrast, Japan spends about 2% of their R&D on

defense and space, and West Germany about 11%. So if one

were to redraw the curves on Figure A for civilian R&D only,

one would find that we are spending at about one-half the

rate of our successful trade competitors.
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NOTE: ABOUT 502 of U.S. RID IS USED FOR DEFENSE AND SPACE
ABOUT 2% OF JAPAN'S R&D IS USED FOR DEFENSE AND SPACE
ABOUT IIZ OF GERMANY'S R&D IS USED FOR DEFENSE AND SPACE

3

2

I
1960 1965 1970 1975

FOUR COUNTRIES' R&D EXPENDITURES AS x OF GNP 1961-1976

FIGURE A
DATA SOURCES:
S.cJ Nr.~FLj1cA3.J ]ORS .'lJ74, C;:PlORT OF IWE r:AI1CI;AL SCI:.lNCE
BCARD 1975, PP. 154, 169

Sr1FJC JYDJi:Ak',rS 1')/6, '.'%I.E 1-1, PAGE 1304.

-WEST GERMANY

-JAPAN



C. Our Negative Trade Balance is a Pre-OPEC Problem.

This problem has been in the making for about 30 years.

Contrary to popular opinion, it is a pre-OPEC problem, and

it was clearly evident in 1972, before the first oil price

jump. For example, look at Figure B. The second line (with

square dots) is the U.S. trade balance for all commodities;

the top line (with round dots) shows the value of the dollar.

The dollar's purchasing power decreased since 1965 by more

than 50%. But in the period before OPEC, even before importing

about 25% of our total energy, we had a negative trade

balance. While OPEC was a contributing factor after 1975,

it was not the main cause. In the second period, after more

oil dollars became available to OPEC nations, there was a

temporary reversal of our negative trade balance, which

peaked in 1975. Our exports exceeded our imports from 1973

to 1975. Eventually, in the third period, after 1975, we

had a saturation of the markets of the OPEC countries, and,

in consequence, the U.S. trade balance became more and more

negative. The excess OPEC funds are now used primarily as

bank deposits, and for the purchase of stocks, real estate,

business enterprises, etc., in politically stable, highly

developed countries.
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D. Low U.S. Average Industrial Capital
Investment -- Low U.S. Productivity Growth.

Consider productivity growth in the last decade when

compared to a percentage of gross national product devoted

to industrial capital investments (Figure C). This chart

shows a relatively linear rel tionship. Japan leads with

about 34% of GNP going into industrial capital investment,

and about 11% average growth in productivity. Great Britain

and the United States are the lowest, both in industrial

capital investment and productivity growth. The relation-

ship is obvious.
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E. Restoring Productivity Growth and Positive Trade
Balance: Funding Applied Technological R&D.

There is a widespread belief in this country that an

increase in basic research will directly and quickly improve

productivity. That is a mistake. Figure D shows the number

of Nobel Prizes awarded for a few countries. The publicity

attached to those awards, and the organized science community,

orchestrates this message: 'Give us more money for basic

research and all the national ills can be cured."

But in fact there is a negative correlation bet'..een

achievements in unfocused -sic research and improvement in

productivity. Both the U.S. and Great Britian had many more

Nobel Prize winners during the period from 1941 to 1976 than

Japan or West Germany. Yet the United States and Great

Britian do not approach the growth of productivity of West

Germany or Japan. Japan does not even show on Figure D --

it had only one Nobel Prize winner in 30 years. On the

other hand, the growth of Japan's productivity was 5 times

ours in about the last 15 to 20 years. And west Germany's

was about 3 times ours.

In spite of the higher percentage of fuel imports, both

Japan and West Germany had positive trade balances and

strong currencies, as well as lower rates of inflation and

lower rates of unemployment.



We do not mean by this analysis to suggest that our

basic science establishment should not be kept in good

health. It is necessary to replenish the storehouse of

knowledge. But there is a long time delay between selected

portions of unfocused basic research and any resulting

increase in productivity or in our ability to compete in

world trade.

F. Focusing Applied Research -- The Small
Business High Technology Company

Focused basic research closely coupled with applied

research makes the difference. And the most productive

investment would be in small high-technology business,

because that is where the fundamental technological improve-

ments will result quickly in new products, and improved

production technology and that is where the funding is most

needed.
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NUMBER OF NOBEL PRIZE AWARDS FOR U.S.; U.K.; WEST GERMANY; JAPAN.

PER TEN YEAR PERIODS.
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Compare a larger company (with management by what I

call the "MBA syndrome") with a small company, typically

owned and managed by the founder.

The larger company is managed, usually, in a fashion to

minimize risks. If you inquire why they are taking the

short term improvement project instead of the ones requiring

more years but which may lead to a major breakthrough, they

will tell you that the entrepreneurial climate -- to take

risks -- is too dangerous, and they will complain about

regulations, taxation, and the risk of further regulations

and taxation in years hence while they are in the middle of

the project.

But if you go to a smaller company and inquire of a man

who owns his own business, who founded it, he will say that

he expects to be here eight years from now, and he is will-

ing to innovate, to take the gamble, because he may have

tremendous profits eight years from now.
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The average publicly held company is run for maximum

short-term bottom line return on investment -- and that does

not encourage innovation.

The maximum return on technological innovation, on the

R&D dollar, is in the high technology small business. As

shown in Table 1 below, small business with less than 1,000

employees produced,from 1953-1973,about 24 times as many

major innovations per R&D dollar as did companies with over

1,000 employees.

TABLE

Estimated innovation rate, in major
innovations per R&D dollar*

Firm size
(total number of employees)

Time
interval 1-1,000 1,000-10,000 10,000+

1953-59 ..... 100.0 29.5 3.9
1960-66 ..... 64.4 14.4 2.2
1967-73 .. 35.1 9.0 2.0

1953-73 total 57.3 15.0 2.4

'Numbers are relative to the innovation rate for com-
panies of 1 to 1,000 employees in the 1953-59 period; this
rate is assigned the value 100.

SOURCE: Appendix Table 4-18; and Research and Development
in Industry, 1974, National Science Foundation (NSF 76-322),
p. 26.

Table 1 taten from Science Yndicators 1976, page 118 (a
publication of the National Science Board).
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In the sane period, as shown on Table 2, companies with less

than 1,000 employees accounted for 47 percent of the major

U. S. innovation and 34 percent came from companies with

more than 10,000 employees. However, the contribution by

small business deteriorated during the period. Between

1953 and 1959, it was 49 percent small business and 29

percent large business; from 1960 to 1966 it became 50

percent small and 31 percent large; and from 1967 to 1973,

it was 43 percent small and 43 percent large.

TABLLE 2

#OMlman M mr U.S. bWseauw by w ao om"nl". 195-72

Sae of company
Up to 10.000

100 0 1.000-5000 1.05.0 5.00010.000 or more
Penrod ToeW l emoyee mp boyee em mp l Poye

PecCngt dotrlbution
1953-7 3 .............. 100 23 24 13 5 34

1953-0 ............ 10 23 2L 14 S 29
1(0-0 ............ 100 27 23 14 5 31
1967-73 ............ 1O0 20 23 12 3 43

Numbe of ylovailm
13i9.- 7 .............. 310 72 75S 41 106

1653-5 9 ............ 10 23 27 14 S 30
19604 -............ 107 2 265 S 33
1967-73 ............ 101 20 23 12 3 43

NOTE Otail mny not Odd to ol. beaule mof oundn

SOURCE GaIlman Aselch AUItai.a , Inc. nd.cstoroI Internnhonal Trewds i Technoogcal Inroftton. 1976 baud
ao ALppnda D.

rM Fgure 4- ss d Te 4-1 i two.

Table 2 taken from Science Indicators 1976, page 268 (a publication of the
National Science Board).
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The innovative ability of small business, the seedlings

of future big business,has been hampered by the impact

of regulations and changes in availability of capital and

manpower resources.

II. CURRENT WEAKNESSES IN GOVERNMENTAL SUPPORT
FOR APPLIED TECHNOLOGICAL ADVANCE.

We fund unfocused basic research and education for

basic research, but not applied non-mission oriented technology.

The sort of research funded by the National Science

Foundation (NSF), for example, is not the solution to our

problem. It is unfocused basic research. This type of

basic research is really aimed at a better understanding of

the relations ir basic science.

On the other hand, focused basic research typically

takes place in industrial laboratories. Focused basic

research is more typical at the Government Funded Research

Institutes in Japan and West Germany.

Our universities, on the other hand, prefer mostly

unfocused basic research.

The science community in the universities continues to

benefit tremendously from the budget of the National Science
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Foundation, which is now almost a billion dollars, and, of

that, about $900 million is truly funding for unfocused basic

research. Perhaps $100 million is devoted to applied science

and engineering.

But even the portion of the NSF budget devoted to

"applied science" is hamstrung. NSF is not allowed, except

in very exceptional circumstances, to contract with "for

profit' organizations. It is not allowed to place a contract

if a product or a service, or a manufacturing technology,

would result. That is their orientation. It is fine for

basic research. It does not solve the problem of scientific

applications leading to new markets and an improvement of

our ability to compete in the world trade or domestically

against imports.

What we need is something like a National Engineering

Foundation which would be the focal point for developing, in

universities and elsewhere, new post-graduate programs in

sophisticated manufacturing engineering. While some universities

work successfully with industry, thereby exposing their

students to real life industrial problems,NEF could be a

catalyst to increase the involvement of universities with

industry.
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Our best engineering graduates are aimed tow'ard basic

research; while both in Japan and West Germany their best

engineering graduates are oriented toward industry. Large

companies like G.E. and Westinghouse have training programs

to bridge this gap. Small companies cannot afford those

programs. Small, innovative, high-technology business would

gain most from the availability of industrially trained and

oriented engineering graduates.

Other agencies might fill the gap -- but they do not.

The Small Business Administration, for example, might

solve the problem -- but it does not. TLh 'Lbasement scientist"

who leaves IBM and wants to convert his 'ine idea to practice

has & lot of trouble getting the first huadred thousand

dollars. While the SBA is entitled to support high technology

ventures, it does not. Perhaps SBA needs some guidance from

Congress to encourage its participation in high risk, innova-

tive small business.

But a real solution would be the development of a

technology agency committed to this objective. What En need

is an environment which encourages investment in this sort

of thing, and to some extent minimizes the risks and increases

the rewards.

50-490 0 - 79 - 14
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III. A PROPOSED LEGISLATIVE SOLUTION TO RESTORE U.S.
LEADERSHIP IN TECHNOLOGY, PRODUCTIVITY, AND TRADE.

Our policies and programs have a missing ingredient,

which makes them negative policies only. We say we will

fight inflation. We say we will fight unemployment. We say

we will have orderly trade agreements. But those are only

temporary band-aids.

We need to have a positive policy, which says that, for

example, within 5 years we want to make sure that the net

disposable income of the average American will ncrease by 30%

in constant purchasing power, and that the investment in

manufacturing technology and facilities will increase to

15% or 20% of GNP jpi annum, and that our productivity will

grow by St per year.

To achieve that, we need a consensus that can be im-

plemented by industry, Congress, and the Administration

working together.

Of course, we cannot confine the issue just to "innovation".

The broader issue in the United States is the rate of pro-

ductivity increase, and a still broader issue is 'competitiveness" --

the ability to compete in world trade, both in export as

well as meeting domestic competition of imports (or of
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f reign owned factories within the United States which are

placed here in order to be safe from our increasing pro-

tective trade policies. Because of our negative trade

balance, high rate of inflation and decreasing value of the

dollar held in foreign countries, investment in U. S. facilities

by foreign owners becomes most attractive).

But to get moving, our basic and primary need is this:

to establish within the government an agency or sub-agency

whose primary objective is funding and fostering applied

R&D -- technological applications which will restore U.S.

productivity leadership.

Such an agency would make grants to industry and uni-

versities for the express purpose of "building the better

mouse trap", increasing productivity and improving our ability

to compete. In essence, this agency should do for applied

science that which the NSF does for pure science but which

the NSF is unequipped to do for applied science. More

particularly, the agency should have the following object-

ives, functions and governance:

A. Objectives and Functions.

1. Initiate and support applied research and engineer-

ing programs, bearing in mind:
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A. Export and job potential;

B. Potential impact on productivity;

C. Benefits to small business; and

D. Benefits to the dis-aggregated parts of

industry which are made up of small businesses.

2. Support, by means of grants, scholarships, and

other forms of assistance to institutions of

higher education, educational curricula which

would emphasize practical engineering skills.

3. Initiate and support by means of similar grants

and other forms of assistance cooperative programs

between institutions of higher education and

industry involving (a) the pursuit of research

which meets specific commercial needs, (b) the

exchange of personnel in research positions, and

(c) research on industry a ....-- rCs, quality con-

trol anc cost control.
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3. Governing Board.

Such an agency should be administered by a board composed

of representatives from business and the applied sciences

and structured in such a way that its independence and

integrity can be preserved.

The agency should also be adequately funded so that it

may carry out the vital goals of its mission.

C. Fitting the Agency within the Executive Branch.

Ideally, we would like to see an independent agency --

a National Engineering Foundation ("NEF"), like NSF, but

with different Directors, different objectives -- a different

mission.

But it need not be an independent agency. It could be

lodged in a new Department of Trade, or elsewhere. The

important thing is that -- wherever this function is lodged --

it have (1) a properly defined mission, (2) a governing

board committed to that mission and capable of achieving it,

and (3) adequate resources.
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With that in mind, we believe a valuable and not-to-be-

missed opportunity is presented by the present bill. The

proposal for the creation of a Department of Trade or, in

the alternative, of a restructured Department of Commerce,

which would centralize and streamline all other current

agencies dealing with trade, would provide the new base upon

which a series of vitally needed new programs could be

built.

Technology is inextricably linked to a healthy export

trade. Any new Department of Trade ought to have as a

primary mission support of applied technology in the United

States.

Whatever the form, we need a strong bill, and a bill

which recognizes the vital connection between external trade

policy and domestic productivity/innovation.
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Senator ROTr. At this time I would ask Mr. Greenbaum to come
forward. Mr. Greenbaum is representing the American Importers
Association. I notice he is president of Kemp & Beatley of New
York City.

Mr. Greenbaum?

TETIMONY 0F LEE A. GREEIRAUIM, JR., PRESIDENT, KEMP &
BZ&TLEY, INC., AND FIRST VICE PRESIDEINT, AMERICAN IM-
PORTERS ASSOCIATION, ACCOMPANIED BY GERALD O'BRIEN,
EXECUTIVE VICE PRESIDEIT

Mr. GRBENBAUM. Thank you.
My name is Lee Greenbaum, Jr. I am president of Kemp & Beatley

of New York City. My company is an importer, exporter, and domestic
manufacturer of table linens. I appear here in my capacity as first
vice president of the American Importers Association [AIA], 420
Lexington Avenue, New York City. I am accompanied by Gerald
O'Brien, executive vice president of AIA.

The American Importers Association is a nonprofit organization
formed in 1921 to foster and protect the importing business in the
United States. As the only association of national scope representing
American companies engaged in the import trade, AIA is a recognized
spokesman for importers throughout the Nation.

We welcome this opportunity to present our views on S. 377, S. 891,
and also the administration's proposal, addressing the question of
reorganizing the Federal Government's international trade functions.

The AIA began its consideration of this issue with the belief that
while the United States did not have a formal long-range international
trade policy coordinator, a fairly rational policy existed which
grew out of a long U.S. tradition of free trade policies and health
interagency debate over the specifics of these policies.

We also felt very strongly that who developed future trade policy
was less important than that the policy encourage trade liberalization.
While we remain firmly convinced of the validity of the latter point,
we believe that the ad hoc policy development of the past several
years combined with the enormous challenge of insuring the effective
worldwide implementation of the MTN agreements require the United
States to establish a strong but lean office to develop a long-range
international policy which interfaces with national economic, defense,
agricultural, consumer, and foreign policies.

We hope that in doing so, the new mechanism will enhance this
long-standing exchange of diverse views between departments and
between diverse national interests rather than stifle it.

We believe that only an entity in the Executive Office of the Presi-
dent can both elevate the priority of trade policymaking and perform
this coordination role. At the same time, a trade policy with the direct
endorsement of the President will go farther toward insuring consistent
administration of trade programs in the departments and discouraging
policymaking by administrators than will extensive box moving on
,ihe Covernment's organiz 'ion chart.

We doubt very much that this role can be performed either by a
new department standing no higher than the departments upon which



212

it would impose its policies or by an interagency committee whose
members have other matters as their primary mission.

It is essential as well that this entity possess the highest quality
policy analysis and research staffing. The objective of thoughtful,
comprehensive policy planning requires an aggressive, creative and
professional in-house staff. The staff of this entity should not be so
overwhelmed with the details of administering trade programs that
they lose sight of their primary task, as so often happens in U.S.
departments.

The Federal Government needs an entity to be the focal point for
developing and coordinating U.S. trade and investment policy with
attention to the interrelationship with other national policy issues
such as foreign policy, economic policy, agriculture, and national
security.

Its mandate should also include a determination of the proper
policies for expanding U.S. international trade and policies to maximize
consumer benefits from international trade. Coordination of these
diverse departmental interests can be accomplished effectively only
by an office close to the President.

We feel that the following are the necessary characteristics for
structuring such an entity:

It should be located in the Executive Office of the President so as
to hold a position of primacy on international trade issue.

The head of the entity should be a member of the President's
Cabinet.

The entity should have policy coordination and analysis staffs
which are professional, permanent, and large enough so as to command
the respect of the departments, of the agencies, of the Congress, and
of the public.

The entity should have trade negotiating authority.
The entity should have sufficient power to see that negotiated

agreements are implemented in the United States and to insure
foreign adherence to the agreements.

The entity should not be part of or associated with any existing
department which has a long-standing constituency.

The appointment of the head of the entity should be subject to
congressional confirmation.

The new entity should be mandated by legislation.
Beyond these characteristics, we believe that little or no change

need be made in the present assignment of trade program adminis-
tration among the departments.

The following paragraphs express some of the reasons why we
believe each of the characteristics is essential.

As we stated earlier, bureaucratic perception that the President
has developed a coherent trade policy to which he is committed will
lessen much of the independence exhibit in the past by trade pro-
gram administrators.

Therefore, we see little need to shift responsibility for antidumping,
countervailing duty, and steel trigger price mechanism if our recom-
mendations are implemented.

We largely agree with the President's proposals for strengthening
the STR to empower it to develop and coordinate trade policy,
although we believe STR should have its own analysis staff. We
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disagree with the President's rcomm endation that the administra-
tion of the antidumping and countervailing duty laws and related
functions should be assigned to the Department of Commerce.

There is little reason to move these functions out of Treasury.
That Department's recent enforcement policies can hardly be labeled
free-trade biased. The Department has clearly responded to congres-
sional and Presidential pressure to alter its practices.

The new procedures of the Trade Agreements Act will allow it
even less discretion in these cases than in the past. It has moved
firmly to correct its negl. ct of the television antidumping case. Per-
haps mest importantly, Treasury understands the dumping and
countervailing duty laws and has the extensive experience necessary
to enforce them.

On the other hand, Commerce has no experience in this incredibly
comnlex area. Private attorneys acknowledge that it takes years to
fully comprehend the intricacies of antidumping cases. There is little
reason to forego Treasury's knowledge and experience.

One change that the Trade Agreements Act will make in these
proceedings is to make them more formal and to require the decision-
makers to pla) an unbiased judge of competing claims. Commerce
is not suited to this role in antidumping and countervailing duty
cases. Traditionally, it has been the advocate of domestic business
and its bureaucracy has naturally become attuned to its constituents'
needs. This historic bias makes it the wrong agency to be playing a
nonpartisan role in these cases.

AUA would like to take this opportunity to call for a new Commis-
sion to study the outlook and alternatives for U.S. international
trade for the coming decade and to report to the Nation on how best
we can meet the challenges which lie ahead.

Such commissions in the past have performed a valuable educative
function, but even the report of the Williams Commission in 1971
has been outdated by the overwhelming changes in world trade since
its publication in 1971. U.S. trade policy today all too often is crisis-
oriented and lacks a long-term focus.

The Nation's export efforts are ineffective because we still lack any
real agreement about what form export promotion should take.
Every trade issue provokes heated debate but, all too often, very
little light. The world's economies have entered a new era; our trade
policies do not address these changed circumstances except in reaction.

A new Commission should address as a whole our domestic and
international economic policies, the direction our industries are
moving, the needs of the citizenry as consumers and the problems
of inflation. Its report should advise the Government, industry and
the public as to what must be accomplished, why it must be done, and
how it can best be attempted.

The Commission should establish a pattern for future policymaking
by the President's Trade Office by addressing policy issues outside
of trade but which will have a significant impact on our trade
programs.

The speaker before me just referred to one such issue: research
and development. For example, the U.S. Department of Labor has
decided to allow the use of Comprehensive Employment and Training
Act [CETAJ funds to train sewing machine operators for the domestic
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apparel industry. For the apparel industry-the same companies
and unions which have pressured Congress and the administration
to protect the jobs of workers now employed. The Department of
Labor now finds there is a shortage of 1,000 workers in New Jersey's
apparel industry alone.

At the same time, however, this Nation has extensive restraints on
the importation of apparel items for the purpose of protecting an
industry which claims to be unable to compete with lower wage
foreign competition. Why then is the Government preparing to train
young people for careers in a noncompetitive industry? Has the ad-
ministration made a decision to protect this industry for the life of
these new workers regardless of the costs to the consumer?

More likely, these policies were developed independently without
consideration of their interrelationship. As a consequence, we are
seeing the beginning of a cycle that wilf end with these CETA trained
workers applying for adjustment assistance years ahead. A trade
policy office must consider conflicting decisions such as these, and a
national commission ought to consider thoughtfully the direction that
office should take. It would seem more logical, for example, for CETA
funds to be used to encourage the development of industries which
are competitive in the international marketplace. These decisions are
difficult, but as a nation we must begin to predict where events are
leading us and to make the shifts necessary to achieve our national
and international goals.

A restructuring of our national trade policymaking function may
bring improvemennts, but our root problem is a lack of guidance as to
what directions that policy should take. We feel that a Commission
could provide that leadership.

We agree with Prof. John H. Jackson's arguments in his recent
study for the Senate Finance Committee that the MTN is not a
finished process. The multitude of dispute settlement procedures-the
"Balkanization of GATT decisionmaking", the lack of precision in
many of the new rules, the conflicting directions of the agreements,
some of which limit government intervention while others encourage
government management of trade-all must be dealt with as carefully
as were the negotiations themselves.

Professor Jackson implies that the new agreements force a major
decision concerning the direction of international trade regulation,
whether trade will be governed primarily by an effective system of
rules or by power diplomacy. Without a well-defined, long-range trade
policy, the United States will react only issue by issue and never
address the fundamental questions. The results could well undo the
accomplishments of the MTN.

The task facing the United States, as it addresses international trade
policymaking for the years to come, are many and arduous. They are
increasingly interrelated with other national issues. Even the ques-
tions left unanswered in the MTN are difficult and can be properly
addressed only with the aid of long-term policy and a strong
policymaker.

I would only like to add, commenting on the previous discussions,
that while we need a vigorous and able leader, we must be very con-
cerned that there has been no discussion of the intellectual qualities
necessary in that office. We need a strong man, but he must have
wisdom, knowledge and he must get help.
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Thank you, sir.
Incidentally, the comments on CETA were based on an article in

the Daily News Record for Friday, July 20.
Senator ROTH. Thank you, Mr. Greenltaum.
On your last point, I think that is not only true of whoever heads

up the trade agency, but I think one of my real concerns is that we
develop a professionalism in the trade area. In the past in STR, as I
mentioned, you don't only lose the top guy, but you lose all those
going down so that we don't have a seethrough or the same back-
ground and experience when we go into a new negotiation.

So that I would hope whatever restructuring we develop that we
would attract good people and keep them there so that they would
want to find a career.

I have, as you know, favored moving countervailing duty and anti-
dumping, but not to Commerce. You Mel Commerce is moved by
protectionism. I wonder on what grounds you say that?

Mr. GREENBAUM. We have felt that their interest has been with
the domestic industry and with the more inward looking sections of
domestic industry. They have had some responsibilities recently to
try to foster international trade. There has been, in the brief time I
have heard these sessions, a great deal of criticism of the efficiency of
Commerce in these areas.

I think most agencies dealing with one segment of our economy
tend to develop a relationship which considers the interests of their
constituency very strongly.

If I may volunteer to step into the lion's den, in our written testi-
mony, we looked at some of the recently formed departments and did
not find any reason for joy in their performance. We believe that might
be the fate of the Department which you propo",?.

Senator ROTH. Well, let me put it this way: I am not satisfied with
the present organizational structure.

Mr. GREENBAUM. Nor are we.
Senator ROTH. I agree, I guess, with you in the sense that we need

a sound activist trade policy. I think what we need, what we are trying
to determine here is an organization to achieve that. What would be
your reaction to moving countervailing and antidumping to the STR?

Mr. GREENBAUM. That would be our second choice. We feel that
that is the next most logical place, and we hope that what one might
call the technicians who are familiar with those problems, there would
be some way for them to go along. I don't know if there is a change in
the civil service status or not, but there is expertise which we don't
want to lose.

Senator ROTH. They would be transferred, I am confident.
One of our concerns in committee, particularly in the Finance Com-

mittee, has been that in some of these cases it has taken too long to
resolve them and somehow we have to expedite that.

Mr. GREENBAUM. We do agree with that, but we do feel that with
strong direction from the President and the STR, there is no reason,
perhaps with a little more staffing, there is no reason why Treasury
can't accomplish that.

Senator ROTH. Treasury has always been a strong Department. I
just think it would be a much sounder approach to remove it from
Treasury to the STR. I don't want to give the problem to the STR of
taking on the Treasury.
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The only other comment I have at this time is on creation of a
ommission. I must say in my years in the Congress, I am constantly

proposing that myself. But I do think the time has come for action.
Mr. GREENBAUM. I don't mean the Commission should delay this

reorganization. That would be disastrous, but we have decades ahead
of us and we must get intelligent guidance. It doesn't mean we have to
stop and not reorganize

Senator ROTH. But one of the roles that I see of the new organiza-
tion is to take a long look. What I am concerned about in government
today, not only in this area but every other area, we are just acting
with respect to the immediate problem-we really are reacting. In the
case of MITI in Japan, not the problem, where they are so much more
sound and far reaching than we are; they are planning 10, 15 years
from now.

They are Ldoing it within that MITI organization. That is the whole
purpose, in my judgment, of creating a new vehicle or instrumentality,
is to give some long-range looks and then to make specific proposals to
the Congress how to implement them. So in this respect, I agree with
you.

Thank you very much, Mr. Greenbaum.
Mr. O'BRIEN. Hearing the testimony this morning, the statement

was made many times about how STR becomes more morbid between
trade negotiations-

Senator RoTH. Becomes what?
Mr. O'BRIEN. Morbid, dead, the people leave. It is not surprisiwlr

all the negotiations in the past have been no more than how do we cut
tariffs. Now with the new emphasis this time on enforcement, both
on behalf of American exports and on imports of the new codes, I
think that there is, for the future a real reason for a strong STR and
for a staff to stay because they will have a continuing function. It is
not the same old ball game any more.

Senator ROTH. It is not the same old ball game, but if you look :it the
people who are leaving or intend to leave in the near future, I think it
is imperative that we, in our consolidation, create the kind of mission
that will attract the people. Thank you, gentlemen, very much.

[The prepared statement of Mr. Greenbaum, Jr., follows:]
Mr. Chairman and Members of the Committee: My name is Lee A. Greenbaum

Jr. I am President of Kemp & Beatley, Ilc. of New York City. My company is an
importer, exporter and domestic manufacturer of table linens. I appear here in my
capacity as First Vice President of the American Importers Association (AIA), 420
Lexington Avenue, New York City. I am accompanied by Gerald O'Brien, Execu-
tive Vice-President of AIA.

The American Importers Association is a non-profit organization formed in 1921
to foster and protect the importing business in the United States. As the only as-
sociation of national scope representing American companies engaged in the import
trade, AIA is a recognized spokesman for importers throughout the nation.

We welcome this opportunity to present our views on S. 377, S. 891, and also the
Administration's proposal addressing the question of reorganizing the federal
government's international trade functions.

I. INTRODUCTION

The AIA began its consideration of this issue with the belief that while the U.S.
did not have a formal long-range international trade policy coordinator, a fairly,
rational policy existed which grew out of a long U.S. tradition of free trade policies
and healthy Interagency debate over the specifics of these policies. We also felt
very strongly that who developed future trade policy was less important than that
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the policy encourage trade libersaliation. While we remain firmly convinced of the
validity of the latter point, we believe that the ad hoc policy development of the
past several years combined with the enormous challenge of ensuring the effective
worldwide implementation of the MTN agreements require the United States to
establish a strong, but lean, office to develop a long range international trade
policy which interfaces with national economic, defense, agricultural, consumer
and foreign policies. We hope that in doing so, the new mechanism will enhance
this long-standing exchange of diverse views between departments and between
diverse national interests rather than stifle it.

We believe that only an entity in the Executive Office of the President can both
elevate the priority of trade policymaking and perform this coordination role.
At the same time, a trade policy with the direct endorsement of the President
will go farther toward ensuring consistent administration of trade programs in
the departments and discouraging policymaking by administrators than will
extensive box-moving on the government's organization chart. We doubt very
much that this role can be performed either by a new department standing no
higher than the departments upon which it would impose its policies or by an
interagency committee whose members have other matters as their primary mis-
sion.

It is essential as well that this entity possess the highest quality policy analysis
and research staffing. The objective of thoughtful, comprehensive policy pacnning
requires an aggressive, creative and professional in-house staff. The staff of this
entity should not be so overwhelmed with the details of administering trade
programs that they lose sight of their primary task, as so often happens in U.S.
departments.

The creation of consolidation of existing agencies into the two new Departments
of Transportation and Energy have failed to meet the goal envisioned for a De-
partment of International Trade & Investment: the development of effective
national policies in their respective areas. We qcuestion whether a new department
det ted to international trade would be able to do any better.

An entity modeled upon the present STR with certain modifications suggested
below presents the best prossible vehicle for meeting the goal of better trade
policy coordination aLd administration.

II. AIA'S PROPOSAL FOR REOROANIZATION

Discussions on the issue of how best to reorganize the federal government's
international trade functions have centered around three approaches: the creation
of a new department, moving most trade functions to the Department of Com-
merce, or creating an entity in the Executive Office of the President responsible
solely for the development of trade policy.

The federal government needs an entity to be the focal point for developing and
coordinating U.S. trade and investment policy with attention to the interrelation-
ship with other national policy issues such as foreign policy, economic policy,
agriculture, and national security. Its mandate should also include a determination
of the proper policies for expanding U.S. international trade and policies to
maximize consumer benefits frum international trade. Coordination of these
diverse departmental interests can be accomplished effectively only by an office
close to the President.

For these reasons AIA believes an entity in the Executive Office offers the best
opportunity with the least possibility of encouraging unnecessary bureaucratic
expansion.

We feel that the following are the necessary characteristics for structuring such
an entity:

It should be located in the Executive Office of the President so as to hold
a position of primacy on international trade issues.

The head of the entity should be a member of the President's Cabinet.
The entity should have policy coordination and analysis staffs which are

professional, permanent and large enough so as to command the respect of
other departments and agencies.

The entity should have trade negotiating authority.
The entity should have sufficient power to see that negotiated agreements

are implemented in the United States and to ensure foreign adherence to
the agreements.

The entity should not be part of or associated with any existing depart-
ment which has a long-standing constituency.
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The appointment of the head of the entity should be subject to Congres-
sional confirmation.

The new entity should be mandated by legislation.
Beyond these characteristics, we believe that little or no change need be made

in the present assignment of trade program administration among the departments.
The following paragraphs express some of the reasons why we believe each of the

characteristics is essential.
(A) The entity should be placed in the Executive Office of the President.
The development of trade policy can never be isolated as an independent

subject. Even if trade functions are removed from existing departments to a
consolidated department, the old departments will continue to have valid inte;ests
in trade. New offices will soon regenerate within the departments, and intcragency
jurisdictional conflicts will reappear.

Rather than discouraging the espousal of valid interests, these views should be
channeled into a focal entity with the authority and independence to choose
between and balance competing views and then enforce the policy ultimately
selected. Only the Office of the President is in such a position.

One of the forces behind the rising interest in reorganization is the recognition
that international trade policy is no longer to be treated as the stepchild of
domestic economic policy or foreign and defense policies, but that it must be
considered on its own. Such a readjustment of attitude requires that the President
bring his presence fully to bear on policy determination. He can do that best by
designating international trade policymaking as important enough to warrant a
place beside the National Security Council, the Council of Economic Advisors,
and the Ambassador to the United Nations. Consolidation into a new or existing
department would move the subject away from the President.

(B) The head of a new entity should be a member of the President's Cabinet.
If trade policy were to be consolidated with existing Department of Commerce

functions, it would be forced to compete for the attention of the Secretary with
the department's domestic commercial and non-commercial missions including
even such agencies as the Bureau of the Census, the National Oceanic & Atmos-
pheric Administration and the U.S. Fire Administration. Trade policy clearly
would become lost in Commerce's bureaucratic morass, and the person responsible
solely for international trade would not sit as a member of the Cabinet.

In a new department, the Secretaly would be a member of the Cabinet but
only as one among equals without special authority to decide interdepartmental
disputes. His or her voice could not be expected to carry the special kind of
authority that we are suggesting is necessary. The present STR has had that
authority but only for trade negotiation purposes. An officer with the even
broader mandate of setting trade policy for the government will need even a
stronger hand.

(C) The entity must have a professional analysis staff.
One shortcoming of the STR is that it is not large enough to do the statistical

and policy research and analysis necessary for the development of trade policy
m uch less than that necessary for coordinating trade policy with other national
policies. It presently receives such support from the International Trade Com-
mission. The addition of overall policy development and oversight, however
requires that an analytical capability be given to the new entity. The National
Security Council provides an excellent example both for professionalism and size.

The staff's size must be restrained, however. The Department of Commerce is
an example of analysis growing beyond demonstrated need-where analysis
becomes more a function of competition for attention than of support for decision-
making. In a department, all too often, the numbers of personnel become equated
with power and effectiveness. This tendency is restrained in the Executive Office.

(D) The entity should have trade negotiation authority; and
(E) The entity must have the power to ensure that trade agreements are

implemented.
Clearly this entity should be empowered to conduct all U.S. trade negotiations.

As a part of its authority to see that its policy for other governmental trade
programs is carried out by the responsible administering agency, it should have
the authority to ensure that those agencies also adhere to the policies resulting
from negotiated agreements. This entity should also bring pressure on other
signatories of trade agreements to adhere to their provisions.

(F) Trade policy should not be assigned to a constituency-based department.
An entity with authority to develop international trade policy must not be

"captured" by any single constituency. It must be accessible and sensitive to
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the needs of or partisan and sectoral interests but it must hold itself in a rosition
to be able to say no to any demands not in the overall na t ional interests. A new
department would be more easily "captured" than an office in the White, '-ouse.

The entity must also be in a position to give serious consideration to interests
which do not wield strong, organized political influence such as the consumer, the
poor and those persons living on fixed incomes. These citizens through lack of an
interested forum are forced to bear the related costs of inflation and the ccsts of
import restrictions.

(G) The appointments of the chief policy officers should be confirmed by the
Congress; and

(H) The new entity should he established by an Act of Congress.
The new entity must have the authority of a statutory mandate. In its optra-

tions the entity must be perceived by our trading partners not merely as an arm
of the President but as as entity backed by the authority of both the President
and the Congress.

III. THE WHITE HOUSE REORGANIZATION PROPOSAL

As we stated earlier, bureaucratic perception that the President has developed a
,oherebt trade policy to which he is committed will lessen much of the independ-
ence exhibited in the past by tsade program administrators. Therefore, we see
little need to shift responsibility for antidumping countervailing duty, and steel
trigger price mechanism if our recommendations are implemented.

We largely agree with the President's proposals for strengthening the STR to
empower it to develop and coordinate trade policy, although we believe STR
should have its own analysis staff. We disagree with the President's recommenda.
tion that the administration of the antidumping and countervailir:g duty laws and
related functions should be assigned to the Department of Commerce. There is
little reason to move these functions out of Treasury. That department's recent
enforcement policies can hardly be labelled free-trade biased. The Department has
clearly responded to Congressional and Presidential pressure to alttr its practices.
The new procedures of the Trade Agreements Act will allow it even less discretion
in these cases than in the past. It has moved firmly to correct its neglect of the
television antir'umping case. Perhaps most importantly, Treasury understands
the dumping and countervailing duty laws and has the extensive experience
necessary to enforce them.

On the other hand, Commerce hr..3 no experience in this incredibly complex
area. Private attorneys acknowledge that it takes years to fully comprehend
the intricacies of antidumpting cases There is little reason to forego Treasury's
knowledge and experience.

One change that the Trade Arreements Act will !,lke in these proceedings is
to make them more formal and to require the decisioi .nakers to play an unbiased
role as adjudicator of competing claims. Commerce is not suited to this role in
antidumping and countervailing duty cases. Traditionally it has been the advo-
cate of domestic business and its bureacracy has naturally become attuned to its
constituents' needs. This historic bias makes it the wrong agency to be playing a
nonpartisan role in these cases. The White House has acknowledged indirectly
this problem and responded by giving the Trade Folicy Committee the responsi-
bility for overseeing Commerce's import remedy policy "to the extent legally per-
mitted." We doubt that the TPC can have more impact in oversight than would
the President's Office which creates trade policy but the primary que. tion is why
should a situation be created where oversight will have to be exercised?

IV. A NATIONAL COMMISSION

An assumption implicit in our statement today is that any new entity or
department will have as a first order of business an analysis of current trade
policies and a propo3al for the direction of future U.S. policy. AIA would like
to take this opportunity to call for a new Commission to study the outlook
and alternatives for U.S. international trade for the coming decade and to report
to the nation on how best we can meet the challenges which lie ahead.

Such commissions in the past have performed a valuable educative function,
but even the report of the Williams Commission in 1971 ha.s been outdated by the
overwhelming changes in world trade since its publication in 1971. U.S. trade
policy today all too often is crisis oriented and lacks a long-term focus. The
nation's export efforts are ineffective because we still lack any real agreement
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about what form export promotion should take. Every trade issue provokes
heated debate but, all too often, very little light. The world's economies have
entered a new era; our trade policies do not address these changed circumstances
except in reaction.

A new Commission dhould address as a whole our domestic and international
economic policies, the direction our industries are moving, the needs of the citi-
zenry as consi, ers end the problems of inflation. Its report should advise the
government, industry and the public as to what must be accomplished, why it
must be done, and how it can best be attempted.

The areas to be investigated include but go beyond the subjects studied by the
Williams Commission. They include international competition in research and
development, structura! and sectoral employment, energy as it relates to trade,
agriculture, international protection of confidential business information sub-
mitted by non-resident corporations for governmental regulatory purposes, taxa-
tion _ad dispute prevention as well as dispute settlement mechanisms to work
toward an internationally-accepted rule of law in international trade and
commerce.

The commission should establish a pattern for future policymaking by the
President's trade office by addressing policy issues outside of trade but which
will have a significant impact on our trade programs. For example, the U.S.
Department of Labor has decided to allow the use of Comprehensive Employment
and Training Act (CETA) funds to train sewing machine operators for the do-
mestic apparel industry. For the apparel industry-the same companies and
unions which have pressured Congress and the Administration to protect the jobs
of workers now employed! The Department of Labor now finds there is a shortage
of 1,000 workers in New Jers. y's apparel industry alonel At the same time, how-
ever, this nation has extensive restraints on the importation of apparel items for
the purpose of protecting an industry wh 'h claims to be unable to compete with
Aower-wage foreign competition. Why then is the government preparing to train
young people for careers in a noncompetitive industry? Has the Administration
made a decision to protect this industry for the life of these new workers regardless
of the costs to the consumer? More likely, these policies were developed inde-
pendently without consideration of their interrelationship. As a consequence,
we are seeing the beginning of a cycle that will end with these CETA trained
workers applying for adjustment assistance years hence. A trade policy office
must consider conflicting decisions such as these, and a national commission ought
tc consider throughtfully the direction that office should take. It would seem
more logical, for example, for CETA funds to be used to encourage the develop-
ment of industries which are competitive in the international marketplace.
These decisions are difficult, but as a nation we must begin to predict where events
are leading us.

A restructuring of our national trade policy making function may being im-
provements, but our root problem is a lack of guidance as to what directions that
policy should take. We feel that a Commission could provide that leadership.

V. CONCLUSION

The tasks facing the United States as it addresses international trade policy-
making in the years to come are many and arduous. They are increasingly inter-
related with other national issues. Even the questions left unanswered in the MTN
are difficult and can be addressed properly only with the aid of long-term policy
and a strong policymaker.

We agree with Professor John H. Jackson's arguments in his recent study for
the Senate Finaace Committee that the MTN is not a finished process. The
multitude of dispute settlement procedures (the "Balkanization of GATT decision-
making"), the lack of precision in many of the new rules, the conflicting directions
of the agreements, some of which limit government intervention while others
encourage government management of trade, all must be dealt with as carefully
as were the negotiations themselves. Professor Jackson implies that the new agree-
ments force a major decision concerning the direction of international trade regu-
lation, i.e., whether trade will be governed primarily by an effective system of
rules or by power diplomacy. Without a well defined long range trade policy, the
United States will react only issue by issue and ne 'er address the fundamental
questions. The results could well undo the accomplishments of the MTN.

Finally, a this Committee considers the alternatives for trade reorganization,
we urge you to give serious thought to the realities of bureaucracy. How will depart-
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ments stripped of power react in the years that follow? What manner of hearing
would a new secretary receive as he or she competes for the President's time with
coequal departments and strong agencies? Can the injection of new responsibilities
revitalize an overgrown, lethargic Department of Commerce? Will the mere trans-
fer of administrative responsibilities significantly alter the policy orientation of
these offices?

In our experience, we are pessimistic that any reorganization alone will cause
fundamental improvement. Quality decisionmaking and efficiency are functions
inversely related to size. We greatly fear that the primary result of departmental
reorganization will ultimately be more bureaucracy, more diffused responsibility,
and less vitality in the agencies involved with international trade.

Senator ROTH. Mr. Tobin, please come forward.
Mr. Tobin is a member of the Smaller Business Association of New

England, and director of Marketing and Development. I particularly,
although I haven't read what you have to say, welcome your being
here because I think one of the most important aspects of our trade
policy is to get much greater participation by small business.

I agree with the comments ma(le this morning that many of your
very large multinationals can (ldo much on their own, but that somehow
we have to open the door so that small and medium business become
export oriented. I am pleased to have you here, Mr. Tobin.

TESTIMONY OF WITITA F. TOBIN, DIRECTOR OF MARKETING AND
DEVELOPMENT, MASSACHHUSETTS PORT AUTHORITY, AND XEM-
BER OF THE SMALLER BUSINESS ASSOCIATION OF NEW ENGLAND
INTERNATIONAL TRADE COMMITTEE

Mr. TOBIN. Thank you, Mr. Chairman.
Mr. Chairman, thank you for giving small businesses the oppor-

tunity to express a voice in shaping the U.S. export policy.
The Smaller Business Association of New England, known as

SBANE, the Nation's oldest regional association of smaller enter-
prises, is in its 41st year. We feel thoroughly qualified to comment or.
a bill such as S. 377 ant( to speak for smaller companies on their needs
in the export area.

To substantiate our knowledge of foreign trade, I point to SBANE's
recent receipt of the President's E Award for excellence in export
promotion.

We are the first small business association to receive this prestigious
honor since President Kennedy introduce(l the E Award in 1961.

In 1977, SBANE was responsible for initiating the first small business
export program, a series of extensive trade missions exclusively for
smaller companies conducted by the Massachusetts Port Authority.
Its success has prompted some in Washington to consider a possible
prototype for national implementation.

SBANE agrees with your assessment that the administration of
American export trade programs anti services must be consolidated.
As manager of the authority's small business export program, I can
personally attest to the fractured and ineffective management of
J.S. export policy. Our lingering trade imbalance bears this out.

What has not sufficiently arisen in prior testimony, press statements
and rnodia reports, is the real small business should, and must play in
U.S. foreign trade.

We hope you are now all familiar with the aggregate strength of
U.S. smaller enterprise; 97 percent of all businesses are defined as

50-490 0 - 79 - 15
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small. They employ 55 percent of the work force and generate 43
percent of the GNP. Knowing these statistics, it is our belief that the
vast potential for future international trade is held by small business.

SBANE believes the single greatest contribution small business
can make toward a healthier economy is through expanded exporting.

Let me illustrate. In New England alone, there are 20,295 manu-
facturers employing fewer than 500 people. In other words, they are
classified as smaller enterprise. If it is possible to encourage only 5
percent of the 20,295 small New England manufacturing films to
export that presently do not, we would achieve a 42-percent increase
in the number of manufacturing firms that do export.

If we multiply these results by the number of other regions in the
country, the benefits become all too obvious for the local, regional
and national economy.

It is a reachable goal and possibly even modest. But I should add,
such potential is doubtful without a more systematic and accessible
approach to administration of U.S. foreign trade policy.

Various Federal agencies abundantly award grant money to study
why small businesses do not export and why they should. We know
these answers. Now is the time to proceed and unifying Federal trade
agencies under an umbrella entity is a good start.

Our experience with the Washington bureaucracy tells us that it
would be difficult to sustain a national priority on export-par-
ticularly small business export-without creation of such a department
of trade.

Small business leaders have not previously been accorded a voice
in forging U.S. export policy. One need only look at the roster of the
President's Export Council to see that the small businessman or
person is not represented.

When-and not if-small business input is acted on by the new trade
agency, the real and perceived impediments to export for small
companies would be dealt with. I would like to examine some of those
this afternoon.

We can only assume a serious department of trade investment will
include a division to represent smaller enterprise. This small business
branch would necessarily have to address the many barriers a small
company faces when engaging in export trade.

We seek only a recognition that small business labors under shortage
of specialists, manpower, and capital, but not talent, potential, and
innovation. Before it can assist small business exporters, Department
of Trade and Investment would have to convince smaller companies
why they should engage in foreign trade.

The most identifiability reason to export is that international
markets can be profitable for small business.

Second, I say quite earnestly, that the small businesses that I know
who export are also in it for the unparalleled challenge for one's
business ability. Profit certainly is the greatest appeal to export, but
to trade on the ambition of entrepreneurs would be an oversight.

Moreover, as I pointed out, a dramatic increase in small business
foreign trade can genuinely pare our trade deficit. It takes numbers,
though, and small concerns must be persuaded( of the potential of
their collective aftort.
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Finally, and perhaps most importantly, the global market of the
eighties will put greater demands on U.S. business, especially small
business. The MTN agreements will put foreign competitors on equal
footing with small companies for U.S. Government contracts. Also,
small business will be virtually shut out of the soon to be opened for-
eign business unless the United States more aggressively helps the
smaller entrepreneur. To remain competitive under the ensuing condi-
tions, many small companies will have to enter the export market.

SBANE proposes and endorses a multi-step plan that should
encourage small companies to export and, in effect, buoy our entire
international trade program.

Step 1 wruld be a separate department of trade and investment
accorded cabinet level status should be formed. It should, as proposed
in S. 377, consolidate the export agencies and offices of relevant
Federal Government bodies.

Step 2, as recommended earlier, there should be a clearly defined
and highly publicized small business office within the Department of
Trade and Investment. This office would offer one-step service for
the export needs of small companies, from licensing to foreign liaison
to advocacy of legislative programs stimulative to foreign trade for
smaller enterprise.

Step 3, the MASSPORT/SBANE small business export program
should serve as a model for local and regional sector prorams like it
around the country. A proposal detailing precisely just this is being
reviewed and considered by one of the task force on the White House
Conference on Small Business.

In short, the benefit of this program is that it can be started very
quickly and prodLce tangible results almost immediately that can be
measured.

Step 4, trade missions sponsored by the Department of Commerce,
or whoever will sponsor them from now on, should be geared more to
small businesses. The ventures should be of a horizontal nature and
include more companies unquestionably defined to small.

Step 5, SBANE is suggesting creation of a foreign "Commerce Busi-
ness Daily" that would list foreign contracts made available to both
large and small U.S. businesses. This list would be compiled by the
commercial attaches in the respective nations.

With MTN opening up more foreign businesses, it is imperative that
the United States reach out to apprise small businesses of these
opportunities.

A German manufacturer can subscribe for $30 to Commerce Busi-
ness Daily. Why should we so freely allow this type of access while
depriving American small businesses of equal access to foreign markets.

A recent article in Business Week best summarizes the need for
department of trade and investment.

Only a full fledged department will have the power to build an export oriented
constituency to give more weight to trade in the definition of national policy objec-
tives and to help formulate the legislative r.leasures needed to remedy the weak-
nesses in the U.S. economy that are now reflected in the chronic trade deficits.

SBANE wholeheartedly agrees. We had a caveat, however. Without
fundamental change in the structure and direction of U.S. export
policy toward small business, consolidation or merger of trade policy-
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makers and administrators will become no more than a worthless and
costly exercise to rearrange the bureaucracy.

The time for change is nonw. I trust this committee and the C(ongress
will recognize this and act accordingly.

Thank you very much.
Senator ROTH. Thank you, Mr. Tobin. I am sure yol can applrec iate

the fact that I agree very strongly with Business Week, that I think
the only way you are going to rapidly 'han-e the trade policies an(l
national objectives is through a department of trade and investment.

Unfortunately, I recognize, as you probably have here earlier, as
does Senator Ribicoff, that we may not get a full change at this stagre,
so we want to make certain we do tke steps take stes that are leaning in that
direction.

Very candidly, the greatest growth is going to be abroad and we have
to be in a positioll to get our fair share of that. I ani l)articularly
sympathetic to what you are saying, and that is that we must be
structure(l and organized so that small business, which really is the
most innovative part of our privat · sector, has an opl)ort unity to exlann
in that direction.

One question I would like to ask in that regard, assumlinr whether
we coordinate within the STR or ( ommerce or a miracle hal)ppens and
we get the new depart ment, what about the explort p)romotion func-
tions of SBA, would yot, place that in this new agency or (lel)arltment?

Mr. ROBIN. Senator, we can look back with explelience for 3 or 4
years and see wlhat has hal)ppened. I see nothing over those last 3 or 4
years that would encourage me to Ielpeat what hits alreadly happlened. I
think I tend to agree with the remarks that you made earlier that vwe
need a strong advocate with an organization under thalt l),rson who
can speak very, very strongly and aggressively for export tra(le.

One of the problems with SBA, (ommerce, ()PI('--the other
agencies is that it is just creating further and additional confusion.
Two points, Commerce defines small business as any croml)any,
generally speaking, with 500 or fewer employees. OPIC defines a
small business as any coml)any not on the Fortune 1,000 list. The
1,000 company on the Fortune list is $100 million.

NIr. Chairman, I propose that that is not a small business, if you
have $100 million in revenue. The secon(l is that my atrgency in Nias-
sachusetts and two others are no\w talking Nwith STBA about grant
funding. We are talking with three or four different departments
within SBA, all to study why we are not exporting more, why small
business is not exporting.

Chances are we will get that money and on one hand there is the
incentive for Ius to go after that money, but on the same hanl, we have
to sit back andl wonder at the waste that is going on. We know the
answers and with all dlue respect to the former speaker here earlier,
I don't think we need more studies. I think we need action and action
very quickly.

Senator ROTH. I agree very strongly wit'. you. One of the sug(res-
tions you ma(le, which I think is an excellent one, is that of instituting
a foreign Commerce Business Daily to list lprocurement opportunities.
I wvill both follow through and write the ,'"cretarv of Commerce on
that regard. It is a matter that concerns me because one of our new



225

codes, the whole purpose of which is to olpen f(reigZn government
procurement to A.merican business.

If you look at our recorl it has not been very good. I find from our
American business people that they are learning weeks Il!ter, say,
behind the C(anadian or British where these opportunit ies are.

Mr. TOIIN. They are fast.
Senator ROTH. So this co(le is not muich good if you and your

peoplle in .Massachusetts or my State of Delaware don't know what
they are in time to (o0 something about it. So I think that is a valuable
suggest ion.

I was interested in your l)rol)osal of one-stop service. I mentioned
earlier that Senator Adlai Stevenson and my-self are creating wihat we
call a Senate Export ('aluc.us, the whole purpose of' Nwhui;4h is to adopt
Iolicies to p)romote American tra(le.

A.s I say. we are very much interested in small business. Woiuld yolu
mind just going into a little more detail what you meatn by one-stop
service?

Mr. TOBIN. When a small bllsiness entrel)reneur gets the idea
that he or she wants to export, chances are they don't know anything
about it. If they go to the goeernment, wiere (lo lthey go? Do they
go to the (ommerce Department; (lo they go to the SB.\; 1do they go
to the OPI('; (lo they go to Eximbalik, and if they finally figullre out
which agency thty dlo go to, Nwho (ldo they go to in that agency?

More times than not what happens when an inlividlllual goes to one
of those agencies, they are toll you tare in the wrong room, you have
to go 1up) to floor such-and-such an(l see Mr. or Mrs. so-and-so. You
go up) there an(l you are tol(l you ar in the wrongr building. We have
cases of being told we are in the wrong city, the regional office is not
here, you are in the wrong regional office.

This is only a subfield office. At this point the person says "the
hell with it," and goes back to concentrating on his local market. So
what I am saying and what we are suggesting is that individuals of
knowledge with the Government program be put in various locales so
that when an individual business ent repreneur comes into that Federal
Government office, there is one in(livildual that can answer their ques-
tions, woull (lirect them the first time in the right (lirection.

This is not happening now an(l more often than not it turns away
those individuals who are thinking of exporting.

Senator RoTIi. I think that is critically implortant. No. 1, small
business cannot afford to spen(l either the time of their owner or
executive or the costs in contrast to larger business. So if we are
really going to promote the small business involvement in tra(le, it
seems to me that is essential, which leadls me to a related plroblem in
the multinational trade negotiations.

It was at my instigation we createdl what we called advisory com-
mittees for business an(l labor so that the chemical industry or the
steel industry or the various unions would have the opportunity to
comment as negotiations plroceedlel. There was ,gr'eat compllaint in
1974 that our business and our labor was handicapped by the fact
that in Europe they hadl that opportunity. ()n the whole, I thourht it
worked reasonably well. l,abor ll(l not beconome as involved as I should
have liked.

-U/
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But I might also say there was no direct vehicle for small business.
Now, we were talking this morning about the problem of business
generally and labor. Senator Ribicoff and I voiced the opinion that it
would be desirable to provide advisory committees for them.

My question to you is: How can we do this same thing to get the
input on an ongoing basis from small business?

Mr. ToBIN. Senator, the problem -is credibility. You said it a
moment ago. A small business entrepreneur is usually running their
own show where maybe one or two top people can speak with au-
thority. They don't have the time to come to Washington; they
don't have the time to go to regional meetings, unless-and they are
willing to spend that time-unless they feel they are being brought
down for a realistic purpose rather than for a lot of show and tell.

Unfortunately, the aspect relating to small business has been a lot
of show and tell, so to speak.

I think you will find small business is aggressively anxious to make
its input known on the Federal level. My response would be they
we welcome such advisory committee role, participation, however
it mrizl be structured, but they are going to want to believe it is
r atl. , o often they come to Washington and they believe that they
re :.s. Xg caught up in a political mishmash that has no sense of reality.

I ti ink if we can make that step in the process that their comments
le ~,oing to be really listened to, then.they will participate. But it is

kind of hard after being told that small business is extremely important
and then there is an export council put together and there is no repre-
sentation on that export council of small business.

They are not brought together as a strong lobbyist group, therefore,
they lose a great deaf of input because of that. The White House Con-
ference on Small Business, I think, is a step in the right direction, but
they are not going to come to Washington in January and listen to a
lot of platitude. What has been promised to them in January, I hope,
will be real because I think the ones I have talked to at this point
have come to the conclusion that they are willing to take their time
from their businesses if it is going to mean something and they tre
looking toward this White House Conference to see whether all their
participation has been worth it.

They don't expect to have everything their own way, but they want
to be given a realistic shot and so far they have not.

Senator ROTH. Going back to the example of the multinational
trade agreements, as I said the Advisory Committees on the whole
worked reasonably well. I think the fact that we had only four nega-
tive votes on the vote earlier this week, shows that the system worked.
In all candor, I think it was partly due to the fact that Ambassador
Strauss was willing and did listen to their complaints.

I would also say it was due to the fact the Oversight Committees
let the STR know when they weren't adequately listening. It is a little
more difficult, however, with small business. Because one of the things,
you broke down the large business by Tennecos, or whatever it was,
so that there was a commonality of interest. Whereas, in small busi-
ness, you have got a diversified group that obviously there is going to
be some inconsistency as to their position.

I do think if we create this advisory, we ought to try to set up some
kind of a mechanism. If you have any further thoughts in this area,
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I think it is critically important that there be a direct input into this
i:istrumentality so that we can expand the opportunity of small
business.

One final thing, Mr. Tobin, you mentioned something about your
small business export program. I mentioned earlier about the Senate
Export Caucus. I would be very much interested in receiving, if you
have any, background information about this, or any other thoughts
that you think would be helpful in assuring small business can become
much more involved in trade.

Mr. TOBIN. Thank you, Mr. Chairman.
Senator ROTH. I want to thank you for your very helpful state-

ment. I appreciate your being here with us today.
Mr. TOBIN. Thank you.
[The prepared statement of Mr. Tobin follows :]

STATEMENT OF WILLIAM F. TOBIN, MEMBER, SMAL', BUSINESS ASSOCIATION OF
NEW ENGLAND, INC. AND DIRECTOR OF MARKETI.,O & DEVELOPMENT, MIASSA-
CHUSETTS PORT AUTHORITY, BOSTON, MASS.

Mr. Chairman and Members of the Committee: Thank you fc r giving small
business the opportunity to express a voice in shaping the U.S. export policy.
It's our understanding that this is the first small business input oA S. 377. We are
flattered and trust that our contribution will aid the Committee in drafting an
export program cognizant of smaller enterprise.

The Association, known as SBANE, is in its 41st yea', the nation's oldest
regional association of smaller enterprise. SBANE focuses its resources for its
1,400 company members on educational programs for the small business executive
and legislating on national issues on behalf of the small business sector.

We feel thoroughly qualified to comment on a bill such as S. 377, and to speak
for smaller companies on their needs in the export area.

To substantiate our knowledge of foreigh trade, I point to SBANE's recent
receipt of the President's "E" Award for Excellence in Export Promotion. We
are the first small business association to receive this prestigious honor since
President Kennedy introduced the "E" Award in 1961. Attachment A tells
about the "E" Award.

In 1977, SBANE was responsible for ini' ating the first Small Business Export
Program, a series of extensive trade missions exclusively for smaller companies,
conducted by the Massachusetts Port Authority. Its success has prompted some
in Washington to consider it a possible prototype for national implementation.
Attachment B explains the program.

SBANE agrees with your assessment that the administration )f American
export trade programs and services must be consolidated. As Manager of the Au-
thority's Small Business Export Program, I can personally attest to the fractured
and ineffective management of U.S. export policy. Our lingering trade imbalance
bears this out.

What has not sufficiently arisen in prior testimony, press statements and media
reports is the role small business should-and must-play in U.S. foreign trade.

We hope you are now all familiar with the aggregate strength of U.S. smaller
enterprise-97 percent of all businesses are defined as small; they employ 55 per-
cent of the workforce, generate 54 percent of the GNP and innovate 24 times as
many products as large business.

Knowing these statistics, it is our belief that the past potential for future
international trade is held by small business. Large corporations know their
market have capitalized on it, and will continue to do so.

SBANE believes the single, greatest contribution small business can make to-
ward a healthier economy is through expanded exporting.

Let me illustrate. In New England alone, there are 20,295 manufacturers em-
ploying fewer than 500 people; in other words, they're classified as smaller enter-
prise. If it is possible to encourage only 5 percent of the 20,295 small New England
manufacturing firms to export that presently do not, we would achieve a 42 per-
cent increase in the number of manufacturing firms that export. If we multiply
these results by the number of other regions in the country, the benefits become
all too obvious for the local, regional and national economy.
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It is a reachable goal, and possibly even modest.
But I should add, such potential is doubtful without a more systematic and

accessible approach to administration of U.S. foreign trade policy. This must be
coupled with an outlay of federal dollars in a way stimulative to small business
exports such as in tax policy, which I will discuss later.

Various federal agencies abundantly award grant money to study why small
businesses do not export and why they should. We know those answers. Now it's
time to proceed, and unifying federal trade agencies under an umbrella entity is a
good start.

Our experience with the Washington bureaucracy tells us that it would be diffi-
cult to sustain a national priority on export-particulat ;y small business export-
without creation of such a Department of Trade.

Small business leaders have not previously been accorded a voice in forging U.S.
Export Policy. One need look only at the big business monopoly of the President's
Export Courcil. When--and not if-small business input is acted on by a new
Trade Agency, the real and perceived impediments to export for small companies
will be dealt with. I'd like to examine some of those this morning.

First, however, a premise. Large corporations, among them the 250 or so cur-
rently doing 80 percent of America's exporting, do not require for exporting success
much of the apparatus set in place by export promotion offices of the Commerce
Department. The giants don't need, or at least are not as dependent on, legislative
incentives to export, like DISC. Small business, on the other hand, needs all the
assistance it can get from Congress, and whoever is administering trade policy.

We can only assume a serious Department of Trade and Investment will include
a division to represent smaller enterprise. Not only to disseminate informatin on
trade programs, but to assist small businesses in their overseas transactions and
protect domestic small concerns in industries hurt by lower tariffs and more open
procurement codes enacted in MTN.

This small business branch would necessarily have to address the many barriers a
smaller company faces when engaging in export trade.

On Attachment C is a short checklist of selected barriers to small business export
compiled by the SBANE Trade Committee. I'll point out some of the more stub-
born obstacles:

1. Market Information.-A small business can spend $20-30,000 analyzing the
right international markets for its product. That's with no guarantee of finding
one, however.

2. Channel of Distribution.-Once the appropriate buyer or buyers are found,
how does a small business reach them? Maybe they speak a different language;
maybe they use an independent rep; maybe they don't really comprehend the
need for your technology.

3. Licnsing.--Here's a barrier that has been greatly exaggerated. The only
licensing problem I've heard encountered is in cases of national security. But a
small company eager to export may perceive the licensing process as cumbersome
and impossible. This can be overcome by more aggressive government outreach
to explain its relative simplicity.

4. Outdok4d Standard Industrial Codes--SICs.--On exporting missions I've
been on, ae small companies are matched up with foreign purchasing agents
who antici Ate examining products of relevance to their company. But Commerce
doesn't always keep pace with the modernization of technology represented by the
SIC codes. For example, a small business person I know who manufactured an in-
frared scanner to detec. heat loss was brought together with a European manu-
facturer who produced infrared heat sensitive switches-two different fields.

5. Misguided Government Trade Misuions.-Currently, Commerce sponsors
vertical trade missions, meaning but a single industry, such as tool and die manu-
facturers, would participate. A trade venture more conducive to small business
would employ a horizontal approach, as done by the MASSPORT/SBANE
Small Business Program. This way, with companies of diverse industries participat-
ing, the fierce competitive nature of vertical trips would disappear and give the
small business more opportunity to successfully market its product.

6. Government Seminars on Exzprt.--Many government seminars on export
I've known about or attended offer programs dominated by government types
lecturing small business executives. What should occur is a program almost
entirely conducted by small business people experienced in export trade.

We are not suggesting that there he a deemphasis of government advocacy for
large business in the global marketplace. But there is much documentation, in-
cluding a telling report released last year by New York Congressman Rosenthal,
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that shows federal money for export assistance is abundantly spent to help large
business-those who need it the least.

We seek only a recognition that small business labors under shortage of special-
ists, manpower and capital-but not talent, potential and innovation. A new
Department of Trade, to be effective, must capitalize on this energy of smaller
enterprise.

Before it can assist small business exporters, Department of Trade and Invest-
ment would have to convince smaller companies why they should engage in foreign
trade.

The most identifiable reason to export is that international markets can be
profitable for small business.

Secondly, there are tax advantages to exporting that reduce the risk of starting
an international venture. I'm talking about the DISC, the Domestic International
Sales Corporation, which I know from experience affords a small company addi-
tional dollars at a critical time in its growth period in exporting.

Thirdly, I say quite earnestly that the small businesses I know who export are
also in it for the uparalleled challenge to one's business ability. Profit certainly
is the greatest appeal to export, but to not trade on the ambition of entrepreneurs
would be an oversight.

Moreover, as I have pointed out, a dramatic increase in small business foreign
trade can genuinely pare our trade deficit, and slow inflation. It takes numberis,
though, and small concerns must be persuaded of the potential of their collective
effort.

Finally, and perhaps most importantly, the global market of the 80's will put
greater demands on U.S. business, especially small business. The MTN agree-
ments will put foreign competitors on more equal footing with small companies
for U.S. government contracts. Also, small business will be virtually shut out of
soon-to-be opened foreign business unless the U.S. more aggressively helps smaller
enterprise. To remain competitive under the ensuing conditions, many small
companies will have to enter the export market.

SBANE proposes and endorses a multi-step plan that should encourage small
companies to export, and in effect, buoy our entire international trade program.

Step One.-A separate Department of Trade and Investment, accorded Cabinet
level status, should be formed. It should, as proposed in S. 377, consolidate the
export agencies and offices of relevant federal government bodies.

As a business association, we almost never advocate "more" government. But
we do not agree witn those who consider this new Department more and excessive
bureaucracy. We view a Department of Trade and Investment as the only mech-
anism to vault small business into the exporting role it should legitimately hold.

Step Two.-As recommended e?.rlier, there should be a clearly defined and
highly publicized small business office within the Department of Trade and In-
vestment. This office should offer "one-stop service" for the export needs of small
companies-from licensing to foreign liaison to advocacy of legislative programs
stimulative to foreign trade for smaller eaterprise.

Step Three.-The MASSPORT/SBANE Small Business Export Program should
serve as a model for local and regional sector programs like it around the country.
A proposal detailing precisely just this is being reviewed and consolidated by one
of the Task Forces on the White HIouse Conference on Small Business. In short
the benefit of this type of program is that it can be started very quickly and
and produce tangible results almost immediately that can be measured.

Step Four.-Trade missions sponsored by the Department of Commerce, or
whoever will sponsor them from now on, should be geared more to small business.
The ventures should be of a horizontal nature, and include more companies
unquestionably defined as small.

Step Five.-Commercial attaches in foreign cities should significantly broaden
their assistance for small business. They should emulate the aggressive stance of
foreign-based employees of the Department of Agriculture, who help farmers
find markets, expedite sales and whatever 4lse it takes to smooth their export
activities.

Step Siz.-SBANE is suggesting creation of a foreign "Commerce Business
Daily" that would list foreign contracts made available to both large and small
U.S. business. The list would be compiled by the commercial attaches in the
respective nations. With MTN opening up more foreign business, it is imperative
that the United States reach out to apprise small business of these opportunities.

A German manufacturer can subscribe for $30 to "Commerce Business Daily".
Why should we so freely allow this type of access while depriving American small
business of equal access to foreign markets.

I
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Step Sewn.-The DISC should not be removed, as some suggest. Consideration
might even be given to expanding its benefits for small business.

A recent article in Buineas Week best summarizes the need for a Department
of Trade and Investment: "Only a full-fledged department will have the power
to build an export-oriented constituency, to give more weight to trade in the
definition of national policy objectives, and to help formulate the legislative
measure needed to remedy the weaknesses in the U.S. economy that are now
reflected in the chronic trade deficits."

SBANE wholeheartedly agrees. We add a caveat, however.
Without fundamental change in the structure and direction of U.S. export

policy toward small business, the consolidation or merger of trade policymakers
and administrators will become no more than a worthless and costly exercise
to rearrange the bureaucracy.

The time for change is now. 1 trust this committee and the Congress will
recognize this and act accordingly.

Thank you very much.

[Attachment A]

SBANE SCORES A FIRST ... IT WINS THE PRESIDENTIAL "E" AWARD

On May 9, 1979, SBANE became the first small business association in the
United States to be honored with the President's "F' Award for excellence in the
promotion of export trade.

The award to SBANE-a selection made by the U.S. Department of Com-
merce-was presented to SBANE's John C. Rennie by Senate Small Business
Committee Chairman Gaylord Nelson (D-Wis.) at the Small Business Washing-
ton Presentation in Washington. Rennie, President of Pacer Systems. Inc.,
Burlington, Mass., chairs the SBANE International Trade Committee.

SBANE is also the first association in New England and one of the few across
the country tf get the "E" Award. Through 1978, 137 New England companies,
large and small, had been "E" Award recipients. Some 1 350 "E" Awards have
been conferred on companies and organizations since President Kennedy in-
troduced it in 1961.

Several SBANE member companies have been recipients of the "E" Award.
According to the Department of Commerce, the "E" Award for Export Service

is given to firms who "demonstrate novel and successful solutions to problems of
export trade in such areas as financing, transportation, and marketing, and must
make significant contributions to marketing promotion programs."

[Attachment B]

SMALL BUSINESS EXPORT PROORAM

(Sponsored by the Massachusetts Port Authority in conjunction with the Smaller
Business Association of New England)

In the Fall of 1977, a unique international marketing program for small business
manufacturers was implemented by the Massachusetts Port Authority. The Small
Business Export Program is the first program of its kind in the nation designed
specifically to encourage and assist small business manufacturers who lack the
resources and time to explore trade opportunities in the development of foreign
markets for their products. While initially open only to companies located in the
Commonwealth of Massachusetts, the program was expanded in the Fall of 1978
to include participants from throughout the New England region.

The Small Business Export Program resulted from a request by the Smaller
Business Association of New England (SBANE) for the Authority to devise a
program which would benefit and enhance the small businesses of New England.
Through the program, the Authority provides, without charge, a selected number
of small business manufacturers with individual assistance in the following areas:

Analyzing markets to determine the nature of a company's export potential.
Training and advising on matters concerning export pricing, shipping,

documentation, financing and b)usiness customs.
Identifying and contacting potential foreign customers and distributors for

a company's products.
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Arranging and sponsoring foreign trade missions for participating firms to
meet with prescreened buyers, distributors, sales representatives, and or-
ganisations interested in licensing or joint ventures.

Providing interest free loans for firms participating in trade missions to the
extent of one half of the economy round trip air fare, $100 per diem during
the mission and $200 per trip for such services as secretarial and interpreters
used while abroad.

A company's selection to participate in the program is done on the basis of their
products export potential, their financial history, their available financial and
operating resources to meet increased production demands, and management s
desire and ability to become an exporter. In addition, companies selected cannot
presently be engaged in any significant export activities.

The Small Business Export Program is very selective. Companies are scheduled
for trade missions only if it is believed that the contacts made for them overseas
will result in increasing their bottom line profits. The goal of the program, simply
stated, is to encourage small businesses who are not now exporting to any sig-
nificant degree to do so, not as a one-time transaction, but on a permanent basis-
profitably.

During a trade mission, a minimum of 10 individual, prequalified sales meetings,
held at the foreign company's offices, are arranged for each participating company.
While each participating company is responsible for their representative's travel
costs, all logistical arrangements such as hotels, flights, and car reservations are
taken care of by the Authority.

Prior to each trade mission, a day-long seminar is held for the participants to
acquaint them with the various aspects of exporting. Topics include international
banking, freight forwarding, insrlrance, European business practices, distribution
and joint venturing and licensing.

Since its inception, four trade missions have been sponsored under the program.
Twenty-five companies have directly participated. Due to the success of the pro-
gram to date and its unique approach, considerable attention has been gained
throughout New England. The Authority has received approximately 1,500 in-
quiries and more than 700 completed program e pplications. A composite picture
of the twenty-five participating companies would produce a manufacturing com-
pany which has been in business for twenty-eight years, with fifty-five em-
ployees, annual sales of $1,900,000 where exports account for less than 4 percent.

Results to date have produced actual export sales of $1,224,000 to companies
met directly or indirectly during the trade mission. Eighteen foreign distributors
have been signed and eleven European companies have come to the States to
pursue further discussions and negotiations with participating companies.

The Small Business Export Program is a permanent program of the Authority
and with current levels of staffing, four trade missions are planned each year.
Including the Authority's Belgian office, three professionals and two secretaries
are assigned to this program; however, each individual has responsibilities in
addition to their program work.

[Attachment C]

SMALLER BUsINEss ASSOCIATION OF NEW ENGLAND, INC.

SELECTED EXPORT BARRIERS FOR U.S. SMALL BUSINESS

Lack of market information:
if there is a market;
who the customers are;
where are they located;
how can they be reached;
what are the channels of distribution;
when can rep's be used; and
where can they be found.

Lack of understanding of customs regulations here and abroad.
Confusing terms and abbreviations.
Inability to service what is sold.
Spare parts availatLity.
Confusions with "metric."
Fluctuation in money exchange rates.
Problems with cashing foreign language checks.

U
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Collection problems: lack of understanding of foreign drafts, and time sequence
of collection.

Packaging for overseas shipment: Problem of bulky products.
Prohibitive freight charges.
When to choose air or sea freight.
When to use air or sea parcel.
Role of freight forwa;der-Export company.
How to locate a good one.
Confusion with documentation forms.
Unfamiliar language, geography, ways of doing business.
Frustration with slow-moving communication.
Cost to market overseas: Travel; non-English language literature.
Expense of account maintenance prohibitive.
Hidden incentives for overseas companies by their governments distorts our

competitive situation.
Tax structure too complex-value added tax at import.
Not enough support from the Commerce Department.
Advertising overseas not effective.
No time.
No specialist in our firm to handle it.
Have not even tapped my own backyard.
Difficult to keep trained export-employees.
Overseas market too advanced.

(Attachment D]

THE SBANE FOREIGN TRADE PROGRAM-JUNE 1979

Following are the projects--some ongoing and others in the works-being
undertaken by SBANE to encourage and assist its small business members in
exporting their products anct services:

SBANE International Trade Committee (SINTR.4C).--The committes, con-
sisting of 10 exports in small business export programs and carries out the ways
to facilitate foreign trade for a smaller company. The Committee is chaired by
John. C. Rennie, President of Pacer Systems, Inc., Burlington. Mass.

Small Business Export Program.-Sponsored jointly by SBANE and the Mas-
sachusetts Port Authority (MASSPORT), this export mission is the first one
of its kind exclusively for small business. For basically the cost of transportation,
companies selected for the trade mission (there have been four trips to date) are
eligible for the following services from MASSPORT:

Define and analyze the most advantageous foreign markets.
Train and advise on matters concerning export pricing, documentation,

financing and foreign business customs and procedures.
Arrange foreign trade missions for participating small companies to meet

with buyers, distributors, sales representatives, licensing agents and organi-
zations interested in joint ventures.

Provide interest-free loan assistance for foreign trade missions to partici-
pating firms and subsidize such services as secretarial and interpreters used
abroad.

Small business from throughout New England are eligible. Companies must
not have exported or only done limited foreign business to be eligible. Interested
parties should contact William Tobin or Anna Ginn at MASSPORT, at 617-
482-2930.

Legislative adrocacy to stimulate export trade.-SBANE has testified before Con-
gress on the need to retain the Domestic ITternational Sales Corporation (DISC)--
the tax deferral on export sales. If the DISC is to be repealed, the Association is
adamant in its stand that other incentives for export should be introduced, pre-
ferably ones that target the inducement more toward smaller enterprise.

SINTRAC is working to reverse a flaw in a recently passed M mssachusetts
law which only permits a tax exclusion for multi-state or multi-national com-
panies. This law, at least interpreted by the Massachusetts Department of Corpo-
rations and Taxation, patently discriminates against smaller companies.

SBANE has been requested by the Carter Administration to monitor the Multi-
nationdl Trade Negotiations (MTN) as it moves through Congress. In testimony
last March to the U.S. House Small Blisiness Committee, SBANE was a moving
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force in convincing t.he Administration to restore procurement preference pro-
grams for small blsiness. The Administration had negotiated the so-called 'set
asides" out o f the 99-nation treaty, but protests from SBANE and zithers put it
back in.

P-ovisions in the treaty still call for elimination of "Buy American" and
"Labor Surplus Area" Acts. SBANE is examining means to arrange for adjust-
ment assistance for small businesses hurt by loss of the procurement preferences.

Memierahip in the U.S.-U.S.S.R. Trade Council.-SBANE becomes the first
small business association to become a member of the prestigious Council, based
in New York, which is responsible for fostering trade between the U.S. and the
Soviet Union. For a mirimil fee, SBANE members will be the only small businesses
in the U.S. that will learn through the Council what market there is in Russia
for their products.

Small Burineu Exportera Handbook.-SINTRAC members, lamenting the fact
that no such compendium exists, are investigating the possibility of preparing
such a manual.

Educational Outreach.-In addition to co-sponsoring export seminars, SBANE
speaks before business and educational groups to extol the merit of exporting for
small business-and explain how to go about doing it.

Cargo Insurance.-SBANE is negotiating for group insurance on fcreign ship-
ments made by SBANE members. Such insurance would discount shipment rates
to participants saving them possibly thousands of dollars.

International Liaioon.-SBANE periodically hosts business groups from foreign
countries, which establishes contacts made available to our members when they
seek to do business in that country. Most recently, SBANE met with members of
the Sussex Federation of Industries, SBANE's sister association in Great Britain.

Heightening Government Scnsitivity toward the special export needs of small
business has been an SBANE priority. The most recent joint government-SBANE
effcrt was the seminar in Waltham, Mass., sponsored by the Overseas Private
Investment Corporation (OPIC), a government agency which insures U.S. com-
panies from business disruption due to internal problems in the country where
they're based.

With the encouragement of SBANE and others many government agencies,
most notably the Small Business Administration, the Department of Commerce
the Exwort-Import Bank and OPIC are openirg more programs to aid the small
business exporter.

Publicity for Small Buainen Ezporting.-SBANE has endeavored to reveal this
story to the media, an effort crowned recently by the appearance of SINTRAC
Chairman Rennie on the popular public television show "McNeil-Lehrer Report."
Rennie was also the feature of a recent New York Times article on foreign trade.

Senator ROTH. I would like to include as part of the record a
statement by Senator Mathias.

[The statement of Senator Mathias follows:]

PREPARED STATEMENT OF SENATOR MATHIAS

Mr. Chairman, I would like to take a few minutes of the Committee's time this
afternoon to discuss 8. 937, my bill to establish a Cabinet-level committee to
coordinate programs to increase. exports. I'm afraid this proposal may be dwarfed
by the grander schemes we will be considering today and in the days ahead to
improve the organizational side of our international trade and export policies.
And this would be a shame, because we can orgarnize, strengthen, and consolidate
until we've established an American mirching division to advance our trade and
export interests-but without communication among the brigades, we're lost.
Without the kind of coordination mandated by my bill, we may actually take
two steps backward for every step forward an individual department tries to
take.

Frankly, I am skeptical of proposals to create a super-Department of Inter-
national Trade. I am not sure that conglomerate Government agencies are flexible
or responsive enough to act on the many demands made of them. I do not think
the answer to our export woes or trade objectives is to take all existing Govern-
ment agencies or functions that smack of international trade, exports, or imports,
and throw them together under one roof.

Bigger is not necessarily better, nor are these myriad offices and operations
yearning for union. We should heed Diderot, who wrote,

I I
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"Watch out for the fellow who talks about putting things in order. Putting
things in order always means getting other people under your control."

No matier what new or fortified Government organizations are forged by the
efforts begun this week in this series of hearings, th.e need for a top-level inter-
departmental co-ordinating committee remains. So many agencies of our Govern-
ment take actions and implement programs that substantially affect our inter-
national trade capabilities, that not even the most ambitious super-department
could embrace them all. The bills before the Committee today that would con-
solidate many trade and export functions in one department recognize this. To
quote the provisions of one, that are repeated in modified form in all the proposals:

"In carrying out his functions, powers, and duties the Secretary (of Inter-
national Trade and Investment] shall consult, exchange information, and carry on
joint planning, research, and other activities with the Secretary of the Treasury,
the Secretary of State, the Secretary of Agriculture and the heads of such other
executive agencie as the Secretary deems appropriate."

Even a "Trade Czar" would need to work in tandem with other Executive
officials. I would rather not see the crowning of a new czar. But I would like to
see open lines of communication, and, more than that workin3 lines of communi-
cation, among the agencies with functions affecting U.A. export capabilities.

The need for coordination at the Cabinet level was acknowledged and given
statutory effect in the Trade Expansion Act of 1962, which created an interagency
trade organization to assist the President in carryini -:,' .Is authority under that
Act. An Executive Order promulgated pursuant to tr - tra le Act of 1974 revived
this interagency committee under a new name, the Trade, Policy Committee. I am
pleased to note that the Administration has given the GCommittee a prominent
place in its reorganization plan. by expanding its coordinating responsibilities to
include the issues of import remedies, energy trade, East-West trade, investment,
and commodities. However, there exists no statutory authority, nor do I see
promise in the Administration proposals, for Cabinet-level interagency coordina-
tion on export promotion and policies. My bill would establish the statutory
authority needed to ensure regular Cabinet-level consultations.

The same type of interagency coordination that is mandated by statute on inter-
national trade negotiation issues must take place with regard to export promotion.
A national export policy needs more than mere enunciation of its existence, more
than a few dollars earmarked here and there for loans and information services. I
think that careful attention, thought, and coordination can often succeed where
overblown rhetoric and expensive programs fall.

Last week, I testified before a Senate subcommittee on tax ruleL affecting foreign
business conferences that inhibit the U.S. sales force from going all out to make
contacts with foreign markets. I said then that, with our share of the global trade
pie shrinking, now is the time to make sure we don't have disincentives to inter-
national trade hidden away on our statute books. Let me rephrase that statement
for the context of governmental orgainzation: now is the time to make sure we
don't have Government agencies unwittingly working at cross-purposes on the
export front.

Department of Justice enforces antitrust laws that Iear heavily on busi-
nesses engaging in export trade. The Small Business Administ,'ation lends money
with the express purpose of promoting export ventures. The Internal Revenue
Service enforces tax laws that may encourage or discourage potential exporters.
These are some of the less obvious Government functions that touch our export
capacities. We should not let these functions he carried out in a disjointed manner
simply because they do not fall under a program explicitly marked "Export Policy."
We must coordinate the Government's export functions, wherever they are found,
into a rational export policy. I think that Cabinet-level officials should be given the
responsibility of leading their respective departments toward this integrated
pollicy.

Senator ROTH. With that, the committee swill adjourn, subject to
the call of the Chair.

[Whereupon, at 3:21 p.m., the committee recessed, to reconvene
subject to the call of the Chair.]



REORGANIZING THE GOVERNMENT'S INTERNATIONAL
TRADE AND INVESTMENT FUNCTIONS

THUWaDAY, JULY 26, 1979

U.S. SENATE,
CONIMIITTEE ON GOVERNMENTAL AFFAIRS,

Wa.shington, D.C.
The committee met, pursuant to notice, at 1 p.m. in room 3302,

Dirksen Senati- Office Building, Hon. William V. Roth, Jr., presiding.
Present: S-nators Roth, Chiles, and Percy.
Senator ROTH. The subcommittee will come to order. At this time

we would request-as a matter of fact, he is already here-Mr.
Richard O'Leary, vice president, Onan Corp., and Mr. Ron Shelp,
vice president and director, American International Underwriters
Corp., and chairman of the International Service Industry Committee
on behalf of the Chamber of Commerce of the United States.

Gentlemen, we vu ill follow the usual practice of including your state-
ment in its entirety. If you can, I would appreciate your summarizing
your opening statements.

At this point I will place Senator Cohen's statement in the record.
[The statement follows:]

OPENING STATEMENT OF SENATOR COHEN ON TRADE REORGANIZATION

I am pleased to have this opportunity to participate in these important hearings
on proposals to reorganize trade functions.

The lack of centralization in the current trade organizational structure is a
result of the limited role that the Government has been required to play in recent
years in promoting trade. U.S. business has been very strong, and the United
States has consistently had a surplus on its balance of merchandise trade.

Now we are in an increasingly interdependent world. The United States had its
first trade deficit in 1971 and deficits for the last two years have been at record
high levels. This factor underlines the necessity for better coordination of our
export promotion policy. U.S. businesses are now being forced to compete with
less developed countries, especially the newly industrializing countries such as
Mexico and Brazil, where labor costs are far below those in the United States.
Non-tariff barriers, such as foreign subsidies, government purchasing require-
ments and import quotas contribute further to the competitive difficulties for
U.S. firms. The decline of the dollar is another problem which the United States
has not had to deal with extensively in the past.

The Senate is likely to pass the Multilateral Trade Negotiations implement-
ing legislation sometime this week. The remedies for unfair trading practices that
are contained in this legislation may he very helpful to U.S. industries. But the
agreements must he implemented fairly if they are to be beneficial.

In light of new problems that face our cou itry in the trade area as well as a
major trade agreement that will have to be administered, it seems that this is an
appropriate time to carefully study the existing organizational structure to deter-
mine whether it is adequate to meet these requirements or whether some organi-
zational changes are in order.

I would like to mention some problems that have been of particular concern to
industries in my own state. The first complaint I have heard concerns the Treasury
Department's implementation of the anti-dumping and countervailing duty stat-
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utee. The shoe and fish industries have accused the Treasury Department of missing
statutory deadlines, changing rules without notice and using unverifiable informa-
tion supplied by foreign governments involved in countervailing duty and anti-
dumping cases.

The fishing industry in Maine has been particularly affected by Treasury actions.
Earlier in the spring, I opposed the extension of the Treasury Department's
authority to waive countervailing duties. The Maine fishing industry has been
forced to compete with the Canadian fish industry, which is heavily subsidized
by the Canadian government. The Canadians can then sell their fish at a lower
price in Boston markets than U.S. fisherrr in can. This results in much-reduced
sales for the U.S. industry. The industry appealed to the Treasury Department,
hoping to get a countervailing duty applied to offset the Canadian advantage
caused by the subsidy. The Treaty waived the duty because it determined that
the Canadian subsidy had been reduced. The fishermen feel that the Treasury
Department failed to accurately determine the full extent of the subsidy.

Another problem that has been brought to my attention concerns the textile
industry, which has contended that our bilateral agreements on textiles are not
being administered properly. Textiles are still being allowed to come into the U.S.
territory after she agreed upon quota limitations have been reached. This makes
it difficult for our own domestic textile industry to compete.

The small business community in Maine has a different concern. Its represents-
tives have pointed out that many programs now exist that would assist small
business in exporting, but it is very difficult for small businessmen and women
to learn of the assistance that is available to them. Small business exports, espe-
cially those in high-technology areas and services, could make a much more sig-
nificant contribution to our balance of trade than is currently the case.

One of the problems with the current organizational framework is that the
agencies that now have responsibility for trade have conflicting objectives. The
State Department commercial attaches are supposed to promote U.S. business
abroad, but their first priority is U.S. foreign policy. The Treasury Department
must be concerned with the falling dollar, the position of the United States in
world financial markets, and our relationships with less developed countries. The
outcome of countervailing duty and anti-dumping cases may often be influenced
by these considerations.

We are here to examine whether it is appropriate to give trade a higher priority
within the government structure. I intend to carefully examine the reorganization
options to determine which, if any, would contribute toward a more effective
trade policy.

Senator ROTH. Mr. O'Leary, you may proceed.

TESTIMONY OF RICHARD E. O'T.LEARY, VICE PRESIDENT, ONAN
CORP., EXPORT POLICY TASK FORCE OF THE U.S. CHAM1BER OF
COMMERCE; RONAID K. SHEIfLP, VICE PRESIDENT AND DIRECTOR,
AMERICAN INT-RNATIONAL UNDERWRITERS CORP., AND CHAIR-
MAN OF THE INTERNATIONATL SERVICE INDUSTRY COMMITTEE;
RONALD DANIELIAN, EXECUTIVE VICE PRESIDENT AND TREAS-
URER, INTERNATIONAL ECONOMIC POLICY ASSOCIATION; AND
FRED STOKELD AND GORDON CLONEY, STAFF MEMBERS, U.S.
CHAMBER OF COMMERCE; ON BEHALF OF THE CHAMBER OF COM-
MERCE OF THE UNITED STATES

Mr. O'LEARY. Thank you, Senator. I am Dick O'Leary, member of
the export policy task force of the U.S. Chamber of Commerce and
vice president of the Onan Corp.

With me from the services committee of the chamber, are Ronald
Shelp, vice president and director, AIUC; Ronald Danielian, execu-
tive vice president, International Economic Policy Association. From
the chamber staff I have brought Fred Stokeld on my right and
Gordon Cloney.
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Rather than burdening the committee with the recitation of the
continuity of the chamber's interest in the area or a repetitious
accounting of the problem faced by the United States in the area of
economics and trade, we will simply reference the comprehensive
report of the Subcommittee on International Finance and conclude
that the problems are clear and the solutions will require different
tools and a fresh approach to international economic policy.

The underlying principle behind any reorganization of our existing
tools or institutions must be a recognition -that international trade is
an integral part of overall economic policy and cannot be viewed in a
vacuum.

Any meaningful reorganization of the trade related functions of
government must consider international economic policy together
with its ramifications for domestic policies rather than simplistically
focusing on the management of discrete export and import programs.

The critical deficiency that must be corrected is the absence of a
singular and effective policy source. We have, therefore, addressed
ourselves to the task of testing the various models that might both
correct that deficiency and create the least number of new problems.
Consequently, we have resolved that the policy development and
coordinating role of the assistant to the President for national security
affairs provides us all with an operative and largely effective model for
attacking a problem of no lesser significance than national security-
that of trade.

We, therefore, propose that an assistant to the President for inter-
national economic policy be appointed who would have primary
responsibility for advising the President on international economic
affairs. To maintain balance, he would also be accountable to the
Congress as trade representative of the United States. We further
propose that the primary policy implementation, enforcement and
administrative responsibilities for international trade be centralized
to the extent possible in a body organized around objectives clearly
articulated by and agreed in advance among the Executive and the
Congress.

Woe were pleased at the President's announcement of July 19, which
appears to be conceptually consistent with this approach but would
caution the President to first insure that a position with primary ac-
countability for international economic policy be established and that
a full consistent set of objectives are articulated before rushing to the
task of applying mandates to existing institutions.

Thank you for your patience and Ron Shelp has some additional
summary remarks which are of concern to the service industry.

Mr. SHELP. Thank you, Senator.
Since service industries also are known as invisibles and, as the thrust

of my remarks will indicate, they often tend to be invisible in Washing-
ton, perhaps I should define services first.

The members of the International Service Industry Committee
represent a wide range of the American economy-advertising, bank-
ing, accounting, insurance transportation, tourism, motion pictures,
data transmission, and so iorth. The reason Mr. Danielian is with me
is because he is chairman of our committee's reorganization task force
which has developed many of these recommendations.

We would like to commend you for your effort to bring some order
and direction to our Government agencies and programs relating to

50-490 0 - 79 - 16
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both trade and investment. In doing this it is important that the needs
of the service sector be recognized and fully addressed in the structure
defined, because this is not the case at the present time. It is now con-
ventional wisdom that the United States long ago became a service
economy, with 7 out of 10 Americans working in services and 65 per-
cent of GNP originating from the service sector. This fact often
escapes policymaker perception, especially when it comes to foreign
services. Yet not only does the United States have the largest domestic
service economy and the largest service labor force, but it is also the
largest importer and exporter of services and the largest foreign in-
vestor in services.

Last year United States services account trade-which includes both
U.S. exports and imports and direct investment flows, fees, and
royalties-totaled $129 billion, which is 30 percent of all trade.

What is important to note is that there was a $23 billion surplus, an
important offset to the $34 billion deficit suffered in merchandise
trade. Or another way to look at it: If it were not for the service
account surplus, last year's balance-of-payments deficit would have
been several times larger than it was.

So for the moment the United States is ahead in services, but this
position is challenged by competition that is often fortified by other
governments who give their service industries legitimate assistance and
in some cases impose unfair trade practices and discriminatory pro-
cedures against U.S. competition.

It is not only industrial countries such as Japan, Great Britain, and
France who compete with us, but it is also more and more developing
countries who are conquering international service markets; just to
name two, Korea and Brazil.

Japan is today the second largest service economy in the world, and
it is not too hard to imagine some day it will be competing with our
services in the same way the Japanese electronics industry has com-
peted with our electronics industry. It is interesting to note the Japan-
ese Government is organizing itself to deal with services commerce and
to advance the cause of its service industry in the world economy. This
is in stark contrast to the U.S. situation, where services have not been
the primary concern. At most it has been of secondary or tertiary con-
cern within our present systems that deal with foreign trade and
investment.

With but a few scattered exceptions there is no constituency in the
executive branch for services. There is no customary disposition on the
part of policymakers to think in terms of service industry problems and
whether these differ from those of manufacturers or the agricultural
community. This neglect is even evidenced in theoretical studies to
improve the international economic organization of our government.
Both the Murphy Commission and the Williams Commission reports
completely missed the emergence of the U.S. services sector in our
foreign commerce and thus never considered this sector in its reorgani-
zation recommendations.

Let me give you some examples of this absence of concern in
Washington:

Though U.S. services may suffer from import competition, the
trade adjustment assistance provisions of trade legislation are not
available to service producers.
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The Webb-Pomerene export promotion provisions do not apply to
services.

DISC legislation is applicable to only two service industries.
The export promotion programs of the Commerce Department ignore

most services.
The data collection mechanism of the U.S. Government is not or-

ganized to concentrate on service flows.
Other Government programs to facilitate exports, such as the

Export-Import Bank, refuse to assure that certain U.S. services have a
competitive chance to bid on services business related to Exim
transactions.

The Congress is to be commended because it gave services the first
formal recognition in Washington by insisting on their inclusion in
the 1974 Trade Act. Yet one last example indicating how so far the
policymakers have tended to miss the point is how little was accom-
plished in the multilateral trade negotiations dealing with services,
even though Congress gave a broad arsenal of authorities to the Presi-
dent to try to do something about it.

One thing that did come out of the exercise that was worth while
is a White House Interagency Task Force study on services published
in 1978 that is certainly the leading study on the subject, if not the
only one. But it did not examine the place of services in U.S. trade
promotion. Your counterpart committee in the House of Representa-
tives did a 1978 report which noted that commerce has not devoted
sufficient resources to promotion of U.S. services and should give
greater priority especially to those services which have a multiplier
effect on export activities.

I think you can conclude from these references the following: First
service industries and invisibles in general should be given the kind
of policy attention by our foreign economic policymakers that is given
manufacturing and agricultural sectors. Second, the expansion of U.S.
service industries into foreign markets should be given a priority
within Government promotional programs and incentive systems that
is equivalent to that now given to the other sectors. Finally, service
industries also should have equivalent Government attention in deal-
ing with problems such as subsidized competition, unfair trade prac-
tices, nontariff barriers, investment barriers, and procedural discrimi-
nation, which manifest themselves in many foreign markets.

In conclusion, permit me to make several suggestions that you might
consider in whatever legislation you produce to streamline, coordinate,
and make more efficient the foreign economic policy apparatus. First,
the legislation and/or the Legislative history should make it clear that
services are included and that terms such as trade, commerce, and
industry include service industry considerations unless specifically
excluded.

Second, the record should establish that the inclusion of service
industries and their recognition in law is expected to be pervasive in
practice. It should make clear the intent of Congress is (1) that atten-
tion to the sector is given at the highest policymaking level and (2)
that services be recognized and taken into consideration in all com-
ponent international trade and investment functions at the operating
level.
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This would (a) include promotional and incentive programs de-
signed to expand our foreign commerce and (b) would require those
programs which defend the existing position of the U.S. economy
against unfair trade and discriminatory practices-including multi-
lateral and bilateral trade negotiations, international investment
discussions, and dispute settlement processes-to cover services.

It is vitally important to remember that, since a major portion of
service income comes from foreign investment, a reorganized foreign
economic policy establishment must deal with our international
investment activities no less than our trade activities.

Third, annual reports on overall progress relative to dealing with
U.S. service industries in international commerce might also be
required.

Finally, while the thrust of these recommendations is to encourage
the full integration of service industry issues throughout our Govern-
ment's international economic structure, there is also the need for
some specialized overall sectoral analysis and policy coordination.
Thus, the record might recognize the need for a service industry
bureau or division with sufficient resources to carry out a monitoring,
policy coordination, data, and research development function.

The idea of establishing an interagency coordinating committee
on services, as suggested by the 1975 Commerce Department study
mentioned earlier, should be considered. The merit of this, however,
obviously depends on the final shape the reorganization of Govern-
ment takes.

What counts is the most efficient, responsive, and effective mecha-
nism. However you proceed, it is important that the growing role of
the service sector be recognized and that provision be made to mcorpo-
rate its interests and needs in a manner commensurate with the sector's
importance to our country's overall international position. The coun-
try can no longer afford the luxury of neglecting what many would
term its most promising activity. Other governments recognize the
importance of services. So must we.

Senator ROTH. Thank you for your very helpful statement. Mr.
O'Leary, I believeyou are a member of the export policy task force.

Mr. O'LEARY. Yes, sir.
Senator ROTH. Are you satisfied with the administration's proposal

from the standpoint of export policy? It does seem to me that one of
the major deficiencies of the administration proposal is its failure to
address export policy coordination or to spell out with any particular-
ity what a commercial corps would look like.

Would you care to comment?
Mr. O'LEARY. I think Senator, we would concur with your con-

cerns that the announcement by the administration did not make it
clear that -re would have, if their proposal was implemented, a single,
strong policy source. That is in our view critical to making progress
in this area.

Senator ROTH. I think there is a growing consensus, a.t least on this
side, that perhaps the STR shou d become the leadman-in the
trade area, that is. Frankly, I am concerned that the administration
proposal seems to fragment and divide more than it consolidates,
which I think is essential if we are going to have a truly affirmative
trade policy.
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Would you be satisfied with putting countervailing duties and some
of the other programs of the Treasury into Commerce?

Mr. O'LEARY. Senator, it is obvious from our statement that we
have intentionally not addressed ourselves to the particulars of the
existing institutions for the very simple reason that all that does is
create some defensive reactions.

Our very strong recommendation would be that many of these
functional responsibilities, which are .presently spread through a
number of existing departments, agencies, and commissions, be ag-
gregated into a centrally well-organized group-a group that would
operate according to the objectives enunciated by the Congress and
the President and would be directed by someone speaking for the
entire Government with respect to policy issues.

Senator ROTH. Mr. Shelp, I agree very strongly with you that we
have not given or paid adequate attention to the service industry in
this international field. Let me ask you this: Do you think it is possible
to include services under countervailing duty and antidumping
statutes?

Mr. SHELP. Theoretically, yes, the countervailing duty statutes are
basically intended to discourage subsidies by foreign exporters. You
could come up with some interesting examples of subsidies that U.S.
service industries face from foreign competition. As to antidumping,
the same theory would apply although there are difficulties; but, in
principle, they should apply.

Senator ROTH. I guess the thing that bothers me is how do you
put a duty on a service?

Mr. SHELP. It is a tough question, very tough question.
Mr. DANIELIAN. I would like to add, Senator, that in the considera-

tion of the Trade Act of 1974, in section 301, where they did give some
limited response to unfair trade practices in services, the Congress
mandated that the President be able, where it be found unfair trade
practices present, to levy fees and so forth, even against service in-
dustries.

It involves more of an Executive decision in this particular case,
but 301 did give some break to service industries, although minimal,
in the sense that fees and so forth could be levied. So I think it can be
worked out. As to how you take action against countries that sub-
sidize services, in the paper this morning there is an article that the
French Government has been subsidizing each passenger $1,100 to
fly the Concorde.

That is a problem for the U.S. air transportation companies which
constitute a service industry.

Mr. SHELP. If I could comment further on that-that same section
301 of the trade bill gives the President authority to respond against
unfair trade practices in other ways. He does not necessarily have to
respond against a foreign service industry. He can respond by other
appropriate means. That is probably a fairly important consideration
since some of the industries that would be subsidized or be competing
with American services in certain markets might not be very active
within the United States. So for the appropriate response we would
probably have to respond elsewhere.

Senator ROTH. As you know, in the multinational trade agreements,
we have agreed we should continue this practice of having advisory
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committees from the various sectors of industry, agriculture and labor,
and yesterday we talked a little bit about small business.

Was any kind of a service advisory committee created during the
MTN negotiations?

Mr. SHEILP. No; they were not. The service industry suggested it
numerous times. In the testimony that I have given for the service
industry committee twice now, once on the Senate side, once before
Congressman Vanik's committee, we advocated creation of such a
committee in the post-MTN advisory committees structure that we
understand is going to be established.

Senator ROTH. That certainly makes good sense to me, and I shall
follow through as we develop this legislation to insure that that is done.

What is your view of the administration's reorganization proposal
as it affects services?

Mr. SHELP. I have read the press releases. I have not read the legis-
lation, if indeed there is legislation yet. I cannot see services mentioned.
I am aware of communications between some senior administration
officials and service industry leaders whereby the former say that
services basically will not be taken into consideration in the reorgani-
zation structure and even some encouragement from these officials
to go to Congress because it might see it differently.

Senator ROTH. Senator Stevenson and myself are in the process of
creating a Senate Export Caucus, and I would suggest to you that
through that we ought to focus on the service industry and what can be
done to promote and protect from unfair competition abroad.

Mr. O'LEARY. If I might interject, the preceding discussion almost
is as good an example as I could offer of the fragmented nature with
which we have attempted to deal with international economic policies
in the past. It followsin our view that if we come to grips with central-
izing an effective policy power, that policy developer would surely
have to take account of the dramatic impact of the service industries
and all other aspects of the problem so that we get a comprehensive
policy rather than piecemeal. Trying to develop or utilize existing
tools-speaking in terms of specific subsidies-has not worked in the
past, and we think a more comprehensive approach is required if we
are going to do anything effective about it today.

Senator ROTH. I certainly agree with you. In a way it is very shock-
ing, how little attention has been paid to this aspect of international
commerce. Does service trade affect trade in goods where we have
serious deficits?

Mr. SHELP. Yes; in at least two ways. First, although often over-
looked, trade in services facilitates trading of eoods. You have ship-
ping, a service; insurance, a service; and a number of others-all
intimately related to goods trade. But secondly, there is a direct
relationship between trade in services and goods; I am not sure which
is the chicken and which is the egg.

For example, communication services; if a firm is exporting com-
munication services, at some point you are likely to have the export
of computers and related goods follow from that.

Obviously, it could work in reverse order. There are numerous other
examples you could name. In the consulting industry, or construction
business for example, the same logic would apply.

Mr. O'LEARY. Senator, I might supplement Ron's comment by
simply pointing to the very large and dramatic impact of the engineer-
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ing services in which the key to pulling through manufactured products
is mdeed the services-related contracts in which people. design and
specify the products from their resource country; this is something
we could learn a great deal about from our friends overseas.

Senator ROTH. Gentlemen, as you undoubtedly know, agreement
has been reached that during the August recess that staff people as
well as people from the ,:dmnistration are going to try to work to-
gether in strenghthening what I think is an inadequate proposal.

It is my belief that we will undoubtedly move in the direction of
consolidating more and strengthening the hand of the STR as the
lead agency and lead individual in this whole trade picture.

I would suggest that you might keep in contact with these people,
with your proposals, particularly as to how we can assure the service
industry is adequately represented.

We are very hopeful that definitive action can be taken relatively
quickly because I think the success with which we implement the new
multinational agreements depends on having a strong organization.

I am pleased to see both of you here and your contribution, and
would hope you would keep in close communication.

Mr. O'LEARY. Senator, we thank you for your time. You may rest
assured that we will indeed aggressively keep in touch with the group
that develops specific proposals in the area.

Thank you very much.
Senator ROTH. Unfortunately, I have to go and vote. We do have a

few more questions, particularly in the service industry, and we would
like to address those to you if you would give us a written reply.

Mr. SHELP. We would be glad to, Senator.
Senator ROTH. Thank you.
[The prepared statements of Mr. O'Leary and Mr. Shelp follow:]

STATEMENT BY RICHARD E. O'LEARY ON GOVERNMENT REORGANIZATION FOR
TRADE, FOR THE CHAMBER OF COMMERCE OF THE UNITED SBATES

I am Richard E. O'Leary, Vice President-Corporate Development, and Gen-
eral Counsel and Secretary of the Onan Corporation, Minneapolis, and a member
of the Export Policy Task Force of the Chamber of Commerce of the United
States. I am also a member of that Task Force's Subgroup on Government
Organization which was established recently to bring up-to-date the Chamber's
longstanding interest in government organization in the international economic
policy ares.

Also appearing with me is Ronald K. Shelp, a Vice President and Director of
the American International Underwriters Corporation and Chairman of the
Chamber's Service Industry Committee, who has been invited to discuss the
implications for the service industries of government reorganization.

The Committee on Governmental Affairs is to be commended for the leadership
and initiative in bringing the question of government organization for interna-
tional economic policy to the point of decision. There has been no shortage of
commissions and studies on the subject in recent years. What has been lacking
previously was a conviction that further action was necessary-a deficiency that
has now been redressed by the Committee.

BACKGROUND

The National Chamber has vigorously supported approval of the Tokyo Round
of the Multilateral Trade Negotiations (MTN) as an essential step toward a freer
world trading environment in which the U.S. economy can prosper. The Chamber
has also been involved in the development of the MTN implementing legislation
and worked for the passage of the Trade Agreements Act of 1979.

The signing of the MTN agreements and the passage of the implementing legis-
lation are, however, only the beginning of a new trade era-an era which will
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require different tools and fresh approaches in international economic policy. An
important element of this new era Is the organizational framework within which
the MTN is to be implemented. To derive maximum benefits from the MTN, the
U.S. must have effective leadership coordination and administration of its inter-
national economic policies.

The Administration has raised export expansion to the level of national priority,
and by its growing legislative efforts in the trade area it is clear that Congress feels
a sense of urgency on trade issues. Presently, there are too many voices, often
unorchestrated, dealing with international economic policy for this country. This
is not conducive to maximizing trade performance.

To realize the goal of increased export trade, the United States must have (a)
a continued commitment on the part of the President and Congress to trade as
a national priority; and (b) a strong policy development and coordinating body
for international economic policy, whose head would have direct access to the
President and a link to Congress.

The international payments problems of the United States can be measured
in our trade deficits, currently exceeding $30 billion annually, and in the sharply
reduced U.S. share of world exports (from 21 to 12 percent since 1957). These
trends are due in no small part to insufficient leadership toward a greater national
export consciousness and discouragement on the part of potential and current
exporters due to delays and confusion in dealing with the federal government.
Prompt and effective action is needed to deal with these shortcomings and a
reorganization of the government's international trade policy machinery is a
necessary first step.

The underlying principle behind any reorganization effort must be a recognition
that international trade is an integral part of overall economic policy, and cannot
be viewed in a vacuum. Just as the world has become economically interdependent,
so has our domestic economy become significantly impacted by our trade with
other countries. The positive multiplier effect of exports on the domestic economy
is often overlooked or underestimated. Successful international economic poli.cy
must be evolved within a framework that takes fully into account the impact on
the domestic economy of present and future import and export flows.

It follows therefore, that for any meaningful reorganization of the trade-related
functions of government, its scope should take into consideration the full range
of international economic policy, together with its ramifications for domestic
policies, rather than be limited to the management of export and import-related
programs per se.

ASSISTANT TO THE PRESIDENT FOR INTERNATIONAL ECONOMIC POLICY

The preceding considerations support our primary conclusion that there is an
immediate need to establish a cabinet-level position of assistant to the President
known as the Assistant to the President for International Economic Policy
(IEPA) who should be responsible for the formulation, coordination, and, in
certain limited specified areas, implementation of international economic policy.
The IEPA should also be designated as an ambassador-at-large. He should func-
tion within an overall congressional and presidential commitment to the impor-
tance of international economic policy and should have the primary responsibility
for advising the President in this area. The National Chamber strongly believes
that even if the reorganization were limited to the establishment of an IEPA,
this would go a long way toward redressing the difficulties caused by the prolifera-
tion of government orgnisations dealing with foreign economic policy.

The establishment of an IEPA would not require a new cabinet-level position;
rather IEPA would expand on the already-existing cabinet-level position of the
Special Trade Representative (STR). As in the case of the STR, which is presently
accountable to both the President and the Congress under the Trade Act of 1974,
the IEPA would be similarly accountable. Thus, an important element of con-
gressional oversight would be retained.

The IEPA should be responsible for policy development in such areas as East-
West trade, North-South trade (commodities), energy trade, trade regulation,
export finance, export expansion, trade-related taxes, international investment,
service sector trade, science and technology transfer, and monetary and foreign
aid activities as they relate to trade. Coordination of input from all of the relevant
agencies would be accomplished through IEPA chairmanship of a cabinet-level
foreign economic policy committee.
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The IEPA should also be rmponsible for all multilateral and bilateral trade
negotiations, as well as their implementation. He must have a highly qualified
analytical and negotiating staff to carry out his functions.

OWZCTIVEx fOR AN ESECTIVE REOROANIZATION

Although the Chamber's primary concern relates to the establishment of an
IEPA we recognize that there remains a variety of functional areas that require
consideration. What follows is a list of ten objectives that should be met for an
effective trade reorganization:

(1) There must be coordination between domestic end international
economic policy.

(2) The administering body must have the strong confidence of, and be
receptive to inputs from, the private sector-including both industry and
agriculture.

(3) The body administering trade activities, including export promotion
trade regulation enforcement, must have the ability to attract first-rate

Pe) Followr-up to the MTN agreements must be timely and vigorous.
This will require a strongly-motivated, permanent, and professional negotiat-
ing cadre.

(5) The head of the body administering trade activities within the policy
framework set by the IEPA must pursue trade objectives with singleminded-
ness and concentration and be personally responsible for the drive toward
greater export consciousness by the private sector.

(6) In the development of trade policy, balance must be maintained between
export-oriented and import-impacted interests.

(7) Policy development and administration must deal comprehensively
with all segments of the private sector-agricultural and manufactured prod-
ucts as well as the ever-expanding service sector.

(8) Trade policy should reflect long-term strategic planning rather than
simply reactions to current conditions.

(9) International trade requires a strong, broadly-based fnancial services
institution to meet effectively the competitive conditions faced by U.S.
exporters.

(10) There must be an effective mechan'sm within the reorganized system
to assure continued and timely input from private sector advisory committees.

CONCLUSION

The announcement by President Carter on July 19 of the Administration's
proposed reorganization appears to be generally responsive to the concerns the
National Chamber has expressed. The organizational format proposed is largely
consistent with the objectives identified as necessary to an effective reposturing
of the United States in international trade. A final evaluation and recommenda-
tions for alterations in the President's approach must await review by the Cham-
ber's membership of the detailed legislative proposal to implement that reor-
ganisation.

In terms of objectives, however, we would urge the President to make it clear
that his principal international economic advisor, whether an upgraded Special
Trade Representative or a new Assistant to the President who absorbs the old
8TR function, has the primary rsaponuibility for international economic policy,
and that the coordinating responsibilities cover all related functional areas. We
would further urge the President to centralize all possible overlapping responsi-
bilities in functional areas in the offices selected to be held accountable fcr the
implementation of international trade policies. It follows that these offices should
be relieved by any responsibilities that are unrelated or unnecessary to the objec-
tives of trade and commercial development.

The United States attained substantial improvements in the international
trading environment through the Multilateral Trade Negotiations, and congres-
sional participation in the trade negotiation process has been an important ingre-
dient. If the United States is to obtain maximum benefits from the MTN, so vital
toward redressing our serious international payments situation, effective coordina-
tion and administration of our international economic policies is a top priority.
Congressional participation in the reorganization process is essential and we com-
mend the Governmental Affairs Committee for taking the necessary initiative.
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STATEMENT BY RONALD K. SHELP ON SERVICE INDUSTRY AsPEcTs OF S. 377 To
REORGANIZE GOVERNMENT PROGRAMS DEALING WITH INTERNATIONAL TRADE
AND INVESTMENT, FOR THE CHAMBER OF COMMERCE OF THE UNITED STATES

I

I am Ronald K. Shelp, Vice President and Director of the American Inter-
national Underwriters Corporation and the Chairman of the International Service
Industry Committee of the Chamber of Commerce of the United States. I ap-
preciate the opportunity to appear before the Senate Committee on Governmental
Affairs. Accompanying me is Mr. Ronald Danielian, Executive Vice President of
the International Economic Policy Association and a member of our services
committee, and Mr. Gordon Cloney, Director for Special International Policy
at the U.S. Chamber.

The Committee has heard the National Chamber recommendations relating to
the various proposals to reorganize the international trade and investment function
of the Federal Government.r I will comment on consideration specifically relating
to Service industries. These industries deal in what are often called "invisibles";
that Is intangible products such as advertising, accounting, banking, insurance,
air transport, lodging, licensing, leasing, franchising, finance, construction, com-
puter services, engineering, consulting, communications, data transmission, ship-
ping, motion pictures and others.

From the perspective of the service sector this committee's effort to bring order
and direction to our government's numerous agencies and programs that -elate
to international trade and investment is commendable.

In contrast to some other nations our present structure might be construed as
having substituted confusion for cohesion. The conflict and at times collision of
bureaucratic baronies suggest a lack of national direction in our international
commercial relations. These circumstances deny U.S. business and U.S. labor
the full benefit of the income and employment which international commerce might
bring.

Asi you deal with the need for improved organization it is important that the
needs of the service sector be fully recognized and addressed in whatever structure
you finally design. This is not the case at present. The emergence of a U.S. economy
dominated by services has escaped policymakers' perceptions.

II
It is common to call ours a service-oriented economy. The American people

produce and consume both goods and services. Seven out of every 10 working
Americans are employed in the service sector. About 65 percent of the GNP is
service-derived. Since World War II the moat intensive growth within the American
economy has been in the services sector. This has also been reflected in the growing
role of the invisibles in U.S. foreign commerce.

Last year U.S. services account trade, which includes U.S. exports and imports
of service industry products as well as direct investment flows, fees and royalties,
totaled about $129 billion or 30 percent of all U.S. trade. Moreover, the services
account produced a $23 billion surplus, an important offset to the $34 billion
deficit suffered in merchandise trade. Viewed in another way, were it not for the
services account surplus, last year's balance of payment deficit would have been
several times larger than it was.

Over the past 30 years, as the services component within our foreign trade grew,
an unbroken string of services account surplus was generated. At the same time,
U.S. service industries have invested abroad. Five years ago, the last available
U.S. government estimate put the value of overseas sales by the foreign branches
and subsidiaries of U.S. service indust-ies at about $50 billion. Since then the figure
has probably doubled.

In sum, the U.S.: (1) has the largest domestic service economy, (2) has the largest
service labor force, (3) is the largest importer and exporter of services, and (4) is
the largest foreign investor in services.

IStatement on Government Reorganlration for Trade before the Senate Governmental
Affairs Com'xiitte2 for the Chamber of Commerce of the United States by Richard O'Leary.
Vice President Corporate Development, General Counsel and Secretary, Onan Corporation;
July 26, t?79.
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III

For the moment we are number one in invisibles. However, our position is not
without challenge. Between 1969 and 1976, our percentage share of world invisibles
trade receipts fell by one-fifth, from 25 percent to 20 percent of the world total.
Our service industries faced strong competition from industrialized countries such
as Japan, Germany and France; and advanced developing countries such as Brazil
and Korea are also making inroads into international service markets. Domestic
sectors are strengthening almost everywhere. One of the challenges faced by U.S.
service industries abroad is simply growing competition.

A second part of this challenge comes from service industries in competitor
nations whose governments, using internationally acceptable practices, do a better
job of recognising, promoting and defending their international service industries
than we do. In other words, these governments have recognized what we have
tended to take for granted: the major and growing role services can play in their
international economic activities. In the U.K. and France, for example, service
industries enjoy encouragement and support equivalent to that given the manu-
facturing sector. In Japan, the service sector has already experienced such phenom-
enal growth that today Japan is the second largest service economy. It is simply a
matter of time until Japanese service industries penetrate international markets
with the same determination they have used in capturing merchandise markets. An
impact upon some of our international service industries equal to that which the
Japanese had upon the electronics industry is not inconceivable. Japanese efforts
already are underway to strengthen strategically important services and to form a
national strategy for increasing international trade in services such as communi-
cations, engineering and construction.

A third part of the international challenge faced by U.S. service industries in
world markets comes from industries in competitor nations that employ unfair
trade practices and discriminatory treatment of foreign investment. In some coun-
tries law or discretionary administrative procedures "slow" the entry or impede the
operating efficiency, and hence competitivenses, of the foreign service firm in their
market. In other cases, particularly in less developed countries, it may simply be
made impossible to export a service to the country or to produce it locally via an
affiliate or subsidiary. Some countries subsidize their service industry's entry into
other markets including the U.S. market.

The total absence of international agreement on procedures for handling service
trade problems and the general lack of progress in agreeing on international stand-
ard for the treatment of foreign investment makes dealing with other govern-
ments on such service issues a difficult proposition. This is particularly so when
one recognizes that the U.S. Government itself has only just begun to recognize
the importance of the services to our foreign commerce.

IV

In approaching the question of how to reorganize the federal agencies that deal
with international trade and investment, it is crucial that service industries be "in"
whatever new structure you legislate into place.

It is important to bear in mind that service industries share the concern common
to U.S. business over the state of our trade and investment structures. It is also
important to realize, however that the perspective is different than that of manu-
facturing and agricultural industries.

Manufacturing and agriculture have at least been the recognized focal points for
attention within the existing disjointed system. And they seem to feel that it has
serious weaknesses. In contrast, service industries have never been of primary con-
cern, and most have not been of secondary or tertiary concern, within the present
system.

With a few scattered exceptions, there has been no executive "constituency" for
service industries. There is no customary disposition on the part of policy makers
to think in terms of service industry interests or problems, or whether these differ
from those of manufacturers or the agricultural community.

The absurd fact that a sector the else and international importance of the
services should be an orphan in Washington is not limited to the present struc-
ture of departments which are involved with our foreign commercial policy. It is
also evidenced in theoretic studies of governmental international organization.
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For example, both the Murphy Commission Report and the Williams Commis-
sion Report overlooked the emergence of the U.S. service sector into our foreign
commerce and thus never considered the fact that it was commonly ignored by
policy processes.

Permit me to offer but a few concrete illustrations from among many I could
cite:

Though U.S. services may suffer from import competition, the trade
adjustment assistance provisions of trade legislation are not available to
service producers.

The Webb-Pomerene export promotion provisions do not apply to services.
D.I.S.C. legislation is applicable to only two service industries.
The expo-t promotion programs of the Commerce Department ignore most

services.
The data collection mechanism of the U.S. government is not organized to

concentrate on service flows.
Other government programs to facilitate exports, such as the Export-

Import Bank, refuse to assure that certain U.S. services have a competitive
chance to bid on services business related to Exim transactions.

The first formal recognition of "services" in Washington did not come until the
1974 Trade Act, and this was clearly and without question a Congressional initia-
tive. You created the authority to negotiate reductions in barriers to services
trade and gave the President an arsenal of legislation to deal with service problems.
We in the U.S. international service sector commend your initiative.

Little was accomplished in the MTN in using these authorities which is but one
more example of services failing to capture policymaker attention. In attempting
to define this mandate and determine negotiating parameters, it was necessary
to refer the matter to a White House interagency task force chaired by the Secre-
tary of Commerce. This group proceeded to review in some detail the position of
U.S. service industries in foreign commerce and the inadequacy of the present
governmental structure for dealing with them.

In a massive 1976 Report ' the task force concluded that:
Services are now of major importance in U.S. foreign commerce and their

increased future importance to U.S. economic health and growth is an
"inescapable fact."

Governmental abilities to adapt and respond to this fact have lagged as
international economic policy formation and related programs "have been
almost exclusively focused on goods not services."

A few governmental programs deal with certain service industries while
others receive virtually "no specialized analysis or policy attention."

There is a need to create a coordination point in government for dealing
with international trade and investment matters relating to services.

Government agencies involved with trade and investment should increase
the resources allocated to "the now under-represented analytic and policy
resources applied to service trade and investment."

The 1976 Report thus confirmed the international importance of services and
proposed policy response, coordination, and generally improved effort to deal
with service industry trade barriers and with distortions to service trade and
investment.

The report did not exam.,e the place of services in U.S. trade promotion.
This is, however, deficient as well. In a 1978 report the House Committee on
Government Operations released a follow-up to its "Twentieth Report on the
Effectiveness of the Export Promotion Policies of the Departmentsi of Commerce
and State" 8. One of the conclusions was that

"Commerce has not devoted sufficient resources to the promotion of U.S.
services, such as construction projects and architectural and engineering design
and feasibility studies, which have an important multiplier impact on export
e.pansion" (page 2).

And the recommendation was made that
"Commerce should give greater priority to the promotioni of U.S. services, in

particular those services which have a multiplier effect on export activities, such

s"U.S. Services Industries in World Markets--Current Problems and Future Polley
Development," U.8. Commerce Department. Washington. D.C.. December 1976.

'Committee on Government Operation. "Effectiveness of the Export Promotion Pollcies
and Programs of the Departments of Commerce and State: Follow Up Report." March 14.
1978.
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as construction projects, architectural and engineering design work and feasibility
studies" (page 3).

This report also has an interesting example of this problem which is appendixed .
Thus, as these references suggest: (1) service industries and the invisibles in

general :ihould be given the kind of policy attention by our foreign economic
policymn.ker.i that is given manufacturing and agricultural sectors, (2) the ex-
pansion of U.S. service industries into foreign markets should be given a priority
within government promotional programs and incentive systems that is equivalent
to that now given to the other sectors and finally (3) service industries also should
have equivalent government attention in dealing with problems such as subsidized
competition, unfair trade practices, non-tariff barriers, investment barriers and
procedural discrimination which manifest themselves in many foreign markets.

V

In conclusion i would like to offer several suggestions for any legislation which
this committee may produce to streamline, coordinate and to make our govern-
ment's foreign commerce related functions responsible and efficient.

"The legislation and/or the legislative history, should make it clear that services
are included and that terms such as trade, commerce and industry include service
industry considerations unless specifically excluded.

"The record should establish that the inclusion of service industries and their
recognition in law is expected to be pervasive in practice. The record should
establish the intent of Congress is: (1) that attention to the sector is given at the
highest policymaking level and (2) that services be recognized and taken into
consideration in all component international trade and investment functions at
the operating level. This would (a) include promotional and incentive programs,
designed to expand our foreign commerce and (b) would require those programs
which defend the existing position of the United States economy against unfair
trade and discriminatory practices including multilateral and bilateral trade nego-
tiations, international investment discusions, dispute settlement processes, etc.
This latter riust be stressed. As a major portion of service income comes from
investment, a reorganized foreign economic policy establishment must deal with
our international investment activities no less than our trade activities.

"Annual reports on overall progress relative to dealing with U.S. service in-
dustries in international commerce might also be required.

"Fine'ly, while the thrust of these recommendations is to encourage the full
integration of service industry issues throughout our government's international
economic structure, there is also the need for some specialized overall sectoral
analysis and policy coordination. Thus, the record might recognize the need for
a service industry bureau or division with sufficient resources to carry out a
mon.toring, policy coordinating, data and research development function. The
idea of establishing an inter-agency coordinating committee on services, as sug-
gested by the 1975 Commerce Department study, mentioned earlier, should be
considered. The merit of this however, obviously depends on the final shape the
reorganization of government takes."

As the program of work for such a service division would be a function of how
the system is reorganized, it is not possible to offer specific recommendations now.
However, as a reference material, I append an April 1979 memorandum sent by
Mr. Cloney to Assistant Secretary of Commerce Weil.$ This suggests work param-
eters for the inter-agency coordinating committee for international services rec-
ommended in the 1976 Inter-Agency Study. It is possible to infer from it areas
of concern to such a services division or bureau.

IV

As stated at the onset of these comments, the question of reorganization of our
government agencies dealing with foreign trade and investment is an essential
step in streamlining and increasing effectiveness in this part of our federal govern-
ment. We have learned the hard way that simply creating new government agencies
is an easy but not necessarily meaningful answer to improving matters. What
counts is the most efficient, responsive and effective mechanism. However you
proceed it is important that the growing role of the service sector be recognized
and that provisions be made to incorporate its interests and needs in a manner

4b e Appendix A.
Lees Appendix B.
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commensurate with the sector's importance to our country's overall international
position. The country can no longer afford the luxury of neglecting what mans
would term its most promising activity. Other governments recognise the im-
portance of services. So must we.

[APPENDIX Al

Excerpt from: "Effectiveness of the Export Promotion Policies and Programs of
the Departments of Commerce and State: Followup Report"

TWENTIETH REPORT BY THE COMMITTEE ON GOVERNMENT OPERATIONS

In Singapore, for example, the Government is planning to build a major new
international airport. The local official responsible lor construction is seeking
feasibility studies and development plans. He has no travel budget but has been
flown by host governments to Japan and numerous European capitals to view
their facilities. He expressed a desire to examine United States facilities and the
Embassy sent a cable to Washington discussing the problem. As of August 1977
the Embassy had not received a response and the personnel we spoke to indicated
that because of planned trade center activities they would not have the time or
resources to follow up on this matter. Not only will U.S. developers and architects
be at a disadvantage in bidding on this multimillion-dollar project, but if a foreign
developer is used U.S. subcontractors and suppliers who U.S. developers and
architects normally would turn to will also Ile extensive export opportunities.

In general, it was felt that because trade centers were primarily geared for
promoting products, not enough effort was made to promote services. Although
there is a demand for innovation insurance advertising, legal an i.,ancial services
which U.S. firms could provide in, the Far East, there were almost no export
promotion efforts in these areas. While some efforts have been made to promote
U.S. architectural and engineering services, they have been oriented toward
larger development firms and ignored small firms and smaller projects.

An architectural or development design and study contract it more important
for U.S. export expansion than can be measured by the amount of that contract
itself. Because architects and engineers. when writing feasibility and design
studies, often specify those products and services they are familiar with, U.S.
manufacturers can gain tremendous advantage if U.S. firms prepare these studies.
Commerce should aid these firms in their efforts to receive awards for such studies,
explore the possibility of providing loans or other financial assistance from the
Small Business Administration and encourage Export-Import Bank cooperation
in efforts to assist U.S. firms seeking to provide feasibility and design study
services abroad ....... (page 4).

[APPENDIX B]

CHAMBER OF COMMERCE OF THE UNITED STATES,
Washington, D.C., April 17, 1979.

To: Hon. Frank A. Weil, Assistant Secretary, Industry and Trade Administration,
Department of Commerce, Washington, D.C.

From: Gordon J. Cloney Director, Special Policy Development.
Subject: Inter-Agency Committee on International Services-Notes on Work

Program.
A. BACKGROUND

Total U.S. services account trade reached 129 billion dollars in 1978, a little
less than one third of all U.S. imports and exports, and produced a 23 billion dollar
surplus. Moreover, most service industries have a ripple effect stimulating U.S.
merchandise exports.

Notwithstanding the strategic importance of the service sector, overall invisible
trade receives fragmented attention within the federal trade and investment policy
structure. Some agencies are not aware of the sector as they carry out general
foreign commerce and investment responsibilities. Others have a limited "industry
sector" responsibility. Some are not aware of current efforts by others that deal
with, or impact on services trade.

In December of 1976, the Commerce Department released a White House
Inter-Agency Task Force report on services and the multilateral trade negotia-
tions. Entitled "U.S. Service Industries in World Markets: Current Problems and
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Future Policy Developments," the report was "the first comprehensive analysis
of the participation and problems of U.S. service industries in international
commerce," and its purpose was "to develop recommendations for improving the
government's ability to address them."

The principal conclusions of the task force were set forth in 27 recommenda-
tions. Recommendation number twelve called for the establishment of an inter-
agency committee on international services chaired by the Department of
Commerce with membership including the State, Treasury and Labor Depart-
ments, the Office of the Special Trade Representative and other agencies "as
appropriate." The committee should involve individuals "at least at the Deputy
Assistant Secretary level."

This memorandum outlines considerations relative to the purpose and opera-
tion of such an inter-agency committee as seen by the International Service
Industry Committee-0f the U.S. Chamber of Commerce.

B. COMMITTEE OBJECTIVES

An inter-agency committee on international services should have as its principal
objectives enhancing international performance of the service sector, and, insuring
that the sector and its component industries receive adequate attention from
policy-makers and those within the federal government who administer foreign
trade and foreign investment policy. Citing the economic importance of the inter-
national services sector, the introduction to the 1976 Commerce Department
:eport capsuled the general problem as follows:

"Nonetheless, it seems fair to observe that the importance of the services sector
has escaped the appreciation and systematic attention it merits. This is particu-
larly the case with regard to the subject of this repor;. services in the world
economy. Definitional, conceptual, theoretical and empirical work have all lagged
behind the evolution of what some have termed 'post-industrial' economic
realities. So too, have governmental capacities to adapt and respond creatively
to this evolution. International economic policy formation, and the associated,
data gathering and organisation, have been almost exclusively focused on goods,
not services. Indeed, the extent and characteristics of international commerce in
services have been virtually unknown to policy-makers."

While the 1976 report contributed to the conceptual framework, response by
government is, thus far, modest. Hence, the inter-agency committee, the logical
next step, should havc as principal objectives:

1. Enhance the performance of the U.S. service sector in foreign markets.
2. Increase consciousness of the importance of international service trade

and investment within the federal government.
3. Enhance the government's capacity to identify and respond to service

industry problems.
4. Coordinate present government policy activities and operations which

affect services.
5. Stimulate new initiatives, both as proposed in the 1976 study and others

which may be identified for committee attention and action.
6. Increase the analytic and policy resources within government that are

directed toward international services trade and investment.

C. COMMITTEE FUNCTIONS

It seemns reasonable the committee operate as policy working group which implies
a leadership role in coordinating and orienting specific action programs affecting
services carried out by the individual member agencies. In the case of new issues,
e.g., issues not being under the present aegis of a particular agency, the committee
would designate the action agency-in the words of the .1976 report: "employ
the existing structure but infuse within it an awareness of the need for analytic
and policy consideration of service industries."

Specific functions of the committee would thus include:
1. Inventory and then give periodic general review to ongoing agency pro-

grams that impact on international service industries both directly and
indirectly.

2. Periodic review of specific action programs dealing with current service
industry issues and the progress being Inade

insure that, as appropriate, the action agency is receiving and consider-
ing the comments of other agencies.

resolve inter-agency differences if present.
resolve policy problems, e.g., relating specific current issues to overall

long-term policy objectives.
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3. Consider suitable new policy initiatives including: those proposed in the
1976 report, other issues suggested by industry, and issues suggested by the
member agencies.

define and assign priority to such issues and designate the action
agency.

insure that comments and needed information are provided the action
agency by other agencies (and through them by industry as appropriate).

follow up, resolve inter-agency differences and policy conflicts.
4. Review and expand the manpower and other resources being applied

to international service trade and investment by the participating agencies.
In general committee functions should seek to enhance line operations in the

member agencies by coordinating action programs, by resolving differences, by
providing a general policy umbrella under which individual action programs are
carried forward, and by initiating new action programs as appropriate.

The committee will require skillful, confident, creative leadership by Commerce
in light of anticipated bureaucratic inertia, lack of awareness, and possible agency
hesitation in the presence of what is by definition a non-traditional policy subject.
The quality of staff work which Commerce will have to provide is thus apparent.

D. WORX PROORAM

Areas to which the committee should direct attention are: (1) trade; (2) data
and research; (3) investment; (4) technology transfer and (5) taxation.

Listed below in outline form are those issues in each category which would
appear to be suitable for committee attention in the short and medium-term.

Section E of this memorandum examines some key short-term issues in greater
detail.

Issues found in the 1976 task force report are indicated by "R" followed by
the number of the specific recommendation as cited in the report itself, pages
57-76.
(1) Trade

A. Post MTN Developments within GATT:
1. Analyze post-MTN climate for service consideration under GATT.
2. Analyze Government procurement code implications.'
3. Consider extension of service industry considerations into other codes.'

Subsidies code (R#3(a)).'
Others.

4. Consider future GATT discussion on service trade (R#3(c)).
B. OECD-Introduce Service Trade Issue (R#13):

1. Evaluate potential for/progress in OECD committees in dealing with
service industry matters (Committee on Trade, Investment, Invisibles,
Insurance, Transportation, Tourism).'

2. Catalogue service trade barriers and set priorities (R#5).'
3. Examine lack of international standards, guidelines and procedures for

dealing with service trade barriers including dispute resolution aspects.
4. Pursue means to harmonize international practices on individual sector

basis or on service sector basis.
5. Analyze developments in trans-border data transmission discussions for

trade and investment implications and policy response.'
6. Analyze developments re service barriers in LDCs as base for Group B

positions in UNCTAD and the U.N.
C. Bilateral Trade Relations:

1. Determine best way to pursue bilateral services requests tabled in MTN
by the United States but not acceded to by the respective trading partners
(R#3(b)).1

2. Catalogue service trade barriers by country and sector (R#5).
3. See further bilateral action on service trade barriers on ongoing basis.
4. Respond ad hoc to negative developments as required by future cir-

cumstances.

Short-term Issues

I I
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D. Determine Feasibility of Extending Domestic Laws and Recourse Actions
Now Available to Manufacturers to Service Industries:

1. Trade adjustment assistance (R#10).1
2 Anti-dumping recourse actions.'
3. Countervailing duties.'
4. Extension of Webb Pomerene provisions to service industries.'

E. Enhance Response of U.S. Export Promotion Mechanisms and Programs
to U.S. Service Industry Export Development.
(0) Data and researc

A. Consider establishment of working group on international services data
(R#24) .1

B. Consider establishment of Office of Service Industry Research to guide.'
1. Research leading to improved data collection (R 26 & 27).
:. Market research.

:.. Economic impact data.
4. Service investment impact on LDCs (R 018).

C. Review analytic resource application to services trade and investment with
a view to increasing coverage (R 014).
(3) Invwetdmen

A. Enhance response of existing multilateral investment discussions and related
U.S. policy to service industry concerns (R 015).'

1. Catalogue issues and investment obstacles of greatest importance to
service industries.

2. Follow up in U.S. policy formulation processes.
B. Pursue service industry investment problems in bilateral investment dis-

cussions (R 016).'
C. Develop State/Commerce early warning system for identifying and respond-

ing to service industry investment obstacles (R 017).
D. Analyz' procurement practices of the international financial institutions

with regard Io utilization of U.S. service industries especially in project design and
engineering.

(4) Technology transfer
A. Enhance response of existing multilateral technology transfer discussions

and related U.S. Government policy to service industry needs.'
B. Seek means to deal with problems in bilateral discussions.

(6) Taxzation
A. Monitor legislative proposals and regulatory decisions with regard to impact

on service industries.
1. Seek comments from other agencies on pending foreign tax credit regu-

lations as these relate to services.'
B. Pursue equitable and realistic U.S. tax treatment of U.S. nationals resident

abroad and employed by service industries.'

E. KET CURRENT PRIORMITIU-DI5CUSSION

Based upon events in the MTN, and other international dialogues involving
trade and investment matters, the following areas would appear to be particularly
suited for current priority examination by the committee.

GA TT Related /niiaufws.-The MTN included a reference to services in the
government procurement code. Little else seems to have occured relative to serv-
ces(althou g h it is rumored that the subsidies code might be susceptible to serv-

ice industry considerations). This process did establish the principle of dealing
with service trade barriers as a number of other countries tabled service barriers
for bilateral discussion. The post-MTN era must see U.S. initiatives to expand
upon this modest beginning and the following objectives come to mind:

Climate--Analyse the nature and tone of response to U.S. attempts to
Introduce services at Geneva as a basis for future strategy. What are the dis-
positions of trading partners for future GATT discussions in the area? Absent
another "round, how might additional progress be brought about? What
special work has to be done with trading partners and with the GATT
Secretariat by the U.S. Government? Establishing a plan of action for future
efforts, how might industry cooperatet

slhort-term Isues.

50-490 0 - 79 - 17
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Goernmms Procuremn Code.-Determine what actually has been accom-
plshed in the reference to service "incidental" to the trading transaction in
the OP code. Pursuing a plan of action relative to this provision based on the
objective of enhancing U.S. service industry trade raises questions such as:

what services are included in the U.8. view? Is the definition firm?
what does "incidental" mean and is this a common or sharel defini-

tion within GATT or at least among the principal parties?
how will the code be administered and what preparation and support

will be required of government? How will follow up with U.S. service
industry be handled?

what will the GP code do for U.S. service exports and what sectors
stand to benefit?

what will be the anticipated impact upon U.S. government procure-
ment and related U.S. services? What sectors stand to be hurt?

what preparatory work is needed for the opening of the code to cover
all services at the end of three years as the code text provides?

Other Codes.-prepare a strategy for dealing with services in the context
of other GATT codes in particular the subsidies code. Questions include:

suitability of the particular code for expansion to services.
U.S. government views as to relevance of subsidies to U.S. i..rvices.
possible opposition from (U.S. industry/foreign industry or foreign

government).
The OECD.-The 1976 task force report proposed and the U.S. government

has proceeded to introduce the matter of service trade barriers in the OECD Trade
Committee. The first item for attention appears to be compiling a generic list of
service trade non-tariff barriers as the basis for considering how to deal with them
through the OECD, the GATT or elsewhere.

Thus, the inter-gency committee should pursue the development of a U.S.
list tha'6 catalogues and prioritizes those that are trade barriers while referring
those that are more properly investment barriers to other OECD cemmittees.

Various references now exist which might be used Including: (1) the 1976 task
force report and its 18 sectoral appendices; (2) the 1976 study by Wolf and Com-
pany prepared for Commerce as a background reference to the 1976 study; (3)
the 1975 benchmark study, Invisible Barriers to Invisible Trade, MacMillan Press
Ltd. (London); and (4) industry studies which have been presented to the STR.

The Chamber's Service Industry Committee can provide assistance to this
analyi.

Bilaral rade Issmu.-During the course of the MTN, various U.S. service
industries provided the STR with information concerning service trade barriers
for bilateral negotiation.

In some cases individual barriers in a single foreign market were cited while
others provided more comprehensive studies involving various types of practices
in numerous markets. From these the STR subsequently tabled those it believed
suitable for bilateral negotiation with the appropriate trading partner. Apparently
very few requests were acceded to.

Thus a serious effort should be made to pursue through other bilateral channels
the remaining bilateral service trade issues not resolved throv gh the MTN. Con-
sultations might be undertaken with the firm or industry group citing the barrier
to consider options and strategy.

Domestic 7rade Lae.-Many elements of U.S. trade law will receive Congres-
sional attention in the near future. It would be appropriate to examine those
dealing with adjustment assistance and recourse actions to determine if service
industries, in general or upon a selected basis, might be covered by such provisions.

Priority areas would include determining whether: trade adjustment assistance
might be extended to service industries impacted by foreign competition; whether
the sale of foreign services (for example air transport) at prices under cost might
be considered dumping; whether subsidies to foreign service industries (for example
in construction) might be susceptible to countervailing duty actions, and, whether
the Webb-Pomerene antitrust exemption might be extended to service industries.

Data.-There is a clear need for more comprehensive, definitive data and there
ate shortcomings in the present government collection of service industry data.
Certain sectors are covered in some detail with aggregate figures broken down by
region and country. But in others there is no systematic or complete compilation.
It may be that some needed data is presently found in other government surveys,
the extent of this data is presently unknown. Another basic issue is that for
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statistical purposes there is not an agreed upon definition of a service industry;
nor what activities should be considered as services.

A government study could be undertaken, under the inter-agency committee's
aegis, to evaluate the type of information that should be collected to properly
understand the impact of service industries on foreign trade and the balance of
payments as a bids for policy actions.

This study might: determine the extent and quality of data presently being
collected by all relevant government agencies; re-define service industry clasi-
fications to better highlight them; determine information requirements from gov-
ernment and industry; evaluate changes to existing reporting and collection pro-
cedures; and advise on the general design of improved reporting techniques for
data from major service industry sectors.

Senator ROTH. The committee will temporarily recess. Senator
Percy will be back as soon as he completes his voting and will proceed
at that time.

[Voting recess.]
Senator PERCY [presiding]. The committee will resume its hearings.
Mr. Galvin?

TESTIMNO Y OF ROBERT W. GALVIN, CHAIRMAN O0 THE BOARD,
MOTOROLA, NC, 01ON BEHRAF OF THE INDUSTRY POLICY
ADVISORY COMIfTTEE FOR THE MULTILATERAL TRADE
NEGOTIATION

Mr. GALVIN. Thank you.
Senator PERCY. The Committee warmly welcomes you as-I won't

say "old friend"-but a young friend of long standing with many
members of this committee. We respect your judgment. And your
testimony in this area will be very valuable to us.

Mr. GALVIN. Thank you, Senator.
I am Robert W. Galvin, chairman of the board and chief executive

officer of Motorola, Inc.
Our company does 30 percent of its business outside of the United

States throughout the world, in competition with the other strong
electronic companies here and abroad. It should be noted that 70
percent of our business done at home is equally as competitive against
the same worldwide suppliers.

During the past 3 years, I have served as a member of the Industry
Policy Advisory Committee (IPAC) of the Special Trade Representa-
tive to the Multilateral Trade Negotiations. Most recently, I have
served as its chairman.

I appreciate your receiving my thoughts on Government reor-
ganization needed to implement and enforce the new MTN codes. I
will also express certain options of the IPAC wherein I feel comfortable
that I will be mdking a faithful representation of the Committee's
views.

The IPAC consisted of high-level executives from 20 of the Nation's
leading corporations representing a broad cross section of American
industry. The deeper we became involved in our advisory work, one
thing became apparent: The U.S. Government was not organized to
implement and adequately enforce the codes and agreements which
might be reached in the negotiations.

The IPAC members were unanimous in their endorsement of the
following principles and objectives:
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Our Government must provide a more centralized and cohesive
organization at a more elevated level than has ever served our coun-
try's foreign trade policies and practices.

This entity and all of its subparts must be a strong advocate and
ally of American business via-a-vis other governments and their
trade and investment policies and practices as we seek out and satisfy
non-U.S. markets.

This entity must provide for the fair application and enforcement of
U .S. laws and regulations for the mutually fair access to the U.S.
market.

This entity must be a strong advocate of U.S. business interests in
the refinement of the international codes, GATT regulations, et
cetera as may be required in the year to come.

And this entity should continue a formal consultive process so as
to know industry's ongoing and changing needs.

Over the past several years, many other industrial nations have
produced formidable business competitors. These competitors have
developed-many with the active encouragement of their govern-
ment's preferential ground rules-into well organized businesses,
which are competing effectively in worldwide markets, including our
own lucrative domestic markets.

In order for the United States not only to compete but to be the
world's economic leader of the future, we must have the strongest
centralized code and trade regulation enforcement entity we can create.

We need to make U.S. companies' success in international trade a
positive and priority concern of the Federal Government. Trade has
received stepchild treatment from most of the departments and
agencies to which authority has been delegated. The new entity, to
satisfy this concern and redress this treatment, must have cabinet
rank and be a strong advocate of free, but fair trade-not protec-
tionism.

It must guarantee that our trading partners follow the codes that
were agreed to in the MTN. It must be sure that the foreign products
sold in the United States are produced and marketed in accordance
with those codes. It must also assure that foreign products sold in
other countries in competition with U.S. goods are sold in accordance
with the codes.

No private U.S. company, regardless of size or resources, can ade-
quately compete with another country's business organization if its
government is its active partners, providing unfair assistance or
preferential rules.

In this oountry, many-perhaps most-companies who need it find
it impossible to obtain timely or effective relief from unfair trade
practices under our present structure, unless they can find an advocate
within each of the many agencies involved. In addition, they must
have the financial resources necessary to prepare multiple documenta-
tions, support the staffs who will persist m following through with all
of the red tape, and multiple procedures which the law now requires.

Even then, this task becomes virtually impossible when one con-
siders that the Government's interest in international trade is scat-
tered over some 50-odd departments, agencies, and bureaus-many
of which use their foreign trade jurisdiction to pursue other policy
goals. In addition, over 30 congressional committees and subcommittees
are involved in international trade affairs.
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The fact of the matter is that the essentials for any international
trade program-whether it involves a small company, a large corpo-
ration, or a nation-are so tightly integrated and interdependent that,
for the government to do its job right, it is unwise to separate the indi-
vidual segments.

We must realize that international trade does not mean just exports
or just imports but both exports and imports plus international invest-
ments. Therefore, the Government agency responsible for implement-
ing and administering t*e U.S. foreign trade policies must have
jurisdiction over these three activities.

The Industry Policy Advisory Committee feels so deeply about the
necessity for a major reorganization that, in its initial determination,
the majority of the IPAC concluded that a new Department of Inter-
national Trade and Investment would be the preferred solution.

The functions and responsibilities to be included were:
The Office of the Special Trade Representative-to effect policy,

consult with business, and carry on negotiations with governments.
The antidumping, countervailing duty, and customs administra-

tion functions of the Treasury Department.
The economic and business functions of the State Department,

including the overseas commercial attaches.
The statistical reporting function of the International Trade

Commission.
The international business and export-control functions of the

Commerce Department.
The Export-Import Bank; and
The Overseas Private Investment Corporation.
We were moved to this conclusion for the following reasons:
One, such a plan satisfies our objective of centralized responsibility

and authority.
Two, it wolld be the most emphatic signal we could send to our

trading competitors that our Government meant to treat trade and
investment seriously and to assure fair interpretation and enforce-
ment of trade rules.

Three, we wanted you, the Congress, to read into this recommenda-
tion the unqualified seriousness with which we have concluded the
essentiality of our Government taking resolute steps to accomplish
the goals and objectives cited earlier.

Four, trade rule enforcement and further negotiations and con-
sultation with business must be an ongoing, living activity as we
continually renew and update our relationships with our trading
competitors.

If it is politically feasible to take this dramatic step, the majority
of the IPAC would support it.

Since the IPAC last met, the administration has submitted a plan
for reorganization. The IPAC anticipated the general form of this
recommendation, as certain of our members did recommend an ex-
panded and strengthened STR office and/or an expanded and strength-
ened Department of Commerce.

From this point forward in my presentation, I cannot represent the
views of the Industry Policy Advisory Committee, inasmuch as it
was not practical to convene on relatively short notice this group of
volunteer members. So, I will speak now only of my personal opinions.
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As an IPAC member who has voted for and'supports a new Depart-
ment, I would like to indicate that I can also support much of the
thrust of the administration's plan but would urge the strengthening
of certain of these recommendations. I will comment on my exceptions

A I understand it, the administration's proposal .,volves, among
other things, the retention of the Trade Policy Committee and estab-
lishes within it a Trade Negotiating Committee. The Trade Policy
Committee will advise on basic trade issues for negotiation and ad-
ministration, will advise on various trade relief measures, and will
provide policy guides for the trade agreements program. Its function
is described as including coordinating responsibilities.

I don't think a committee such as this can operate as a coordinating
entity with sufficient assurance of timely and effective action. I
believe the committee should be strictly advisory, providing its
advice directly to the U.S. Trade Representative, and the coordinating
responsibility should be unqualifiedly placed in the hands of that office.

The Trade Negotiating Committee is described as being responsible
for managing the negotiation of particular issues and having responsi-
bility for coordinating the operational aspects of those negotiations.

Again, I don't consider that such a committee can manage or co-
ordinate firmly or effectively or in a timely manner. Therefore, the
responsibility for those functions should be vested with the Office of
the U.S. Trade Representative. As with the Trade Policy Committee,
the Trade Negotiating Committee should be advisory only to the
U.S. Trade Representative.

Next, appropriate functions are assigned to the Department of
Commerce-renamed the Department of Trade and Commerce.

I concur with the functions proposed and, as you will note below,
will recommend certain additions.

However, the responsibility for these functions is vested in an
Under Secretary for Trade. I strongly suggest the reversal of roles.

The Department of Trade and Commerce should have whatever
Under Secretaries or Assistant Secretaries are required to carry on the
nontrade and investment functions which may remain in that Depart-
ment. But the Secretary of the Department should be entrusted with
the primary responsibility of seeing to the accomplishment of the trade
and investment functions which are the subject of this hearing. And
this should be prescribed as his or her most important duty.

It is to be presumed that each President will nominate a dynamic
leader to occupy the Cabinet-level position of the Office of the U.S.
Trade Reprelentative. And, of course, the President will nominate the
strongest possible candidate for Secretary of the Department of Trade
and Commerce.

With two such vigorous proponents of fair interpretation and en-
forcement of all of the trade rules plus whatever may be done regarding
agriculture, the United States would be postured before the world as
seriously and strongly structured to see its way through the ground
rules that help make up the competitive environment of tomorrow.

Both the Export-Import Bank and the Overseas Private Investment
Corporation should be part of the Department of Trade and Com-
merce to assure full coordination and their continued maximum effec-
tiveness. Both, however, could retain autonomy-including separate
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budgeting and management-although the Secretary of Trade and
Commerce should be a voting member and, therefore, an official mem-
ber of the boards of both organizations.

Finally, the consultive process with industry must be continued.
The Office of the U.S. Trade Representative or the Department of
Trade and Commerce should be obliged to maintain and operate a
system of consultation with industry similar to the sector and policies
committees which served well during the negotiation phase of the
multilateral trade negotiations.

This concludes my formal statement, Mr. Chairman.
At this time, I would be happy to answer any questions.
Again, I appreciate the opportunity to testify.
Senator PERCY. Thank you very much.
You indicated that you believed that the President would nominate

the strongest possible candidate for Secretary of the Department of
Trade and Commerce.

Let's look at the Department of Commerce as it is now structured,
look at the succession of Secretaries that we have had, not quite as
many as the Attorneys General, but 13 in the 13 years since I have
been here. The turnover has been very rapid.

Would you leave Motorola to accept a position as Secretary of the
present Department of Commerce? I presume your answer is, "No."
Laughter.]

Mr. GALVIN. I think that responsible people like to feel that they
have the opportunity of exercising responsibility. It would be clearly
more appealing for such vigorous-type leaders to be enticed to accept
a role such as I have described where such a Secretary would have a
very strong influence and be engaged in the administration of major
foreign-traae and investment issues. It would be an encouragement to
attract even stronger persons.

Senator PERCY. Do you feel the present Department of Commerce
is not structured so as to attract a truly strong, dynamic person or,
if someone is of that inclination, that they might even be making quite
a sacrifice and realize a great deal of frustration when they took over
this sort of heterogeneous Department that we have callod the Depart-
ment of Commerce?

Mr. GALVIN. Yes.
I am not a sufficient expert on the real structure of the Department.

I feel more in the perception that I pick up through others that, regret-
tably, Commerce is so diverse in its multiple responsibilities--each of
which, of course, is worthy-that, somehow or other, it doesn't have a
major-thrust effect and, therefore, it is not looked upon as being one of
the senior influences on our society.

But if we now elect, as the President said this morning in the sign-
ing of the trade bill-and he was echoed by other important leaders of
Government-that trade is now very important-then I think if you
the Congress, will define a role wherein the Secretary of a Trade and
Commerce Depar-;ment has some really effective duties to perform and
doesn't have to lo :k to Treasury, State, and other places, I think that
person can become very influential and effective.

Senator PEacY. In other words, you feel that by restructuring and
organizing trade functions, we would be better able to attract a very
high-quality and dynamic person, who would recognize that he did
have authority and did have the ability to get something done?
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Mr. GALvIN. Yes, air.
Senator P3RCY. Looking at our principal competitors abroad, our

allies and friends-the Japanese, the Germans, the British-do you
feel that we are structured in our governmental organization at the
Federal level, as well as they are in ofering real services and assistance
to their organizations and companies or-whether they be manu-
factured goods or services--assisting them in getting business in the
interest of their compnanes, but also essentially in the national in-
terest? Are we as well organized as they are?

Mr. GALVIN. We are not.
American business feels as if it essentially has to carry all of its own

message and its own influence on an individual-party basis. We
obviously cannot do it in consolidation with our domestic competitors
for other trade regulation reasons.' We really need someone who will
be our ally and our spokesman. The influence and the importance of
such people in other countries can be in a secondary way, illustrative
of the fact that, even though it would be a comparatively small De-
partment, it could produce dynamic leaders. It is interesting to note
that the Prime Minister of France either in his last or very recent
responsibility, was the head of the Foreign Trade Ministry of France.
So, here was a person in an activity of great importance to France. It
was literally the training ground for the man to become the Prime Min-
ister of the country.

The people-the culture-the philosophy is that the governments
have to be allies, not as investors, not as business managers, but as
advocates that must interface vis-a-vis the other government roles.

Senator PERCY. Senator Chiles, we are happy to welcome you.
Mr. Galvin has finished his testimony, anl I have started to ques-

tion him.
Senator Roth will be back as quickly as he can.
I have commended Senators Ribicoff and Roth for the leadership

they displayed in trying to structure a bill. I bave said to them that I
could not justify the creation of yet another Department of Trade.

I just think the proliferation, the number of people reporting to the
President, is just getting so unmanageable that we have got to re-
structure this in some way, even though I realize there are great prob-
lems in building on the Commerce Department, with its weaknesses
in this area. We ought to structure ourselves in such a way so that we
put them under a regrouping, have a Department of Trade and
Commerce.

I take it that that is now the administration's proposal, in a sense,
but that some changes should be made. And I think you have made
some excellent suggestions that we can incorporate. As I interpret
your testimony, you can live with either a separate Department of

ade, keepin'g the Department of Commerce, or a combined Depart-
ment of Trade and Commerce.

Do you have any preference? Or is the proliferation problem bother.
ing you-the problem of setting up just another bureau?

Mr. GALVIN. As an idealist, in terms of organiation, which I
recognize is not politically real, I would still prefer the conversion to
a Department of Trade and Industry or the pure entity, such as the
Ribicofi proposal, and then the redistribution of the other activities
that have been a part of Commerce elsewhere into the administration
of our Govermeat.
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I recognize this is unlikely and politically may be unreal.
So, yes; as a practical matter I find myself comfortable with the

second alternative if amended by interposing the strengthening of
the Trade Representative in his policy determinations, in his negoti-
ating resIponsabilities possibly even including giving him all the
commercial attaches who could interplay even on bilateral negotia-
tions, but at least they all should be moved into a Department of
Trade and Commerce if that Department is further strengthened and.
if the responsibility for trade and commerce is particularly vested in
the Secretary and i not delegated.

Senator PERCY. When I came back from the service in 1946, I took
over the International Division of Bell & Howell, and then became the
chief executive officer. Why is it that in all those years in working in
international development, building factories around the world,
opening up sales offices around the world, I can't ever recall ever going
to the Department of Commerce or the State Department or any
Embassy abroad and asking for help? That was 12 or 15 years ago,
at the end of that era. What was happened in the international trade
process that now causes businessmen such as yourself, who really
have struggled all their lives to hold down government and make it
smaller rather than larger, to want a much stronger centralized organi-
zation and structure at the Federal level to assist and help our Ameri-
can business community?

I suppose we can just look at OPEC and see how the world has
changed and how you really deal with governments now for instance.

But have any other thoughts occurred to you as to why it is much
more necessary now to centralize trade functions than it was a couple
of decades ago?

Mr. GALVIN. First, the countries with which we interface are them-
selves bigger and stronger.

Second, many of their enterprises have become mature and capable
competitors.

Third, some of their enterprises are government-owned enterprises.
Fourth, their governments, as a matter of active advocacy, are out

striving to assist those companies, be they private or government
owned, to be eminently successful for all of the pragmatic reasons of
earning wealth, creating jobs, et cetera.

The rules are made by the other governments. And we private
enterprisers, who 20 years ago, maybe could earn almost all of our
business on the pure merit of our quafity, our technology, our cost,
what-have-you, are now finding that there are other reasons that
sometimes are more senior to the quality or the technology. And these
other governments can shape, twist, apply policy regulations in a
fashion that we, as straightforward private competitors, cannot
overcome.

This could have been a practice 20 years sao. But we had such an
overwhelming competitive advantage at that time that we could
overcome it on sheer merit. Today many of us are rather equal in
our business qualities. And if the increment is the favoritism of the
government-owned company if it is a twisting or tailoring of the rules,
we can't beat that system. Ao vis-a-vis those governments, we must
have a stronger interface from the United States than we have had
in the past.

U I
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If the OoverAnent will neutraliuze the other governments, then wecan compete with the private enterprises or even, maybe, in the publicenterprises.
Senator Pmacy. The last question:
When trade matters were debated in the Congress in the fifties- andI recall testimony before Ways and Means and Finance-they werehighly emotional issues. The votes were close. We won a big vote Iremember, by two votes in the House of Representatives that de-termined the national trade policy of this country in the Eoisenhoweradministration. And the battles for protectionism and so forth rangedup and down, whether it was strawberries or whatever it might be.Certainly, you come from an industry that has had a tremendous

amount of competition in some of its consumer products, particularlyfrom Japan. And, yet, you testify asking for, as an advocatq of freetrade solong as it is fair trade, which is an enlightened position. On the
floor of the Senate this week, just before the final vote, I counted onlythree of us arguing with respect, to the big trade negotiations we havebeen carying on for years in the MTN.

It was ratified, not by a close vote, but 94 to 4, as I recall that vote.Remarkable testimony-the way we have moved to become a freetrade country, believing the world has to be our market and we havegot to import as well as export.
Do you feel that there is any danger that by pulling together in oneDepartment all of these functions to restructure, revise, revitalizethe Department of Commerce, that there would be any tendency forprotectionism to start to swing us away from a policy which, I think,Is eminently right for us even though it is discomforting to manybusiness interests in this country because of the tough competition weare up against now?
Mr. GALVIN. I would consider that the risk is slight. And, obviously,people can move in biases. However, I think the risk is slight, becauseso much of the direction of policy is well inscititionalized by the treatyby the codes, which I consider to be well drafted as a major initialfirst step, which codes, I think, do not speak of an encouragement

of protectionism. So, it would be presumed that we are going to workthis new system, this new mechanism of Government, to institutionalize
the codes, to accomplish what will be derived from the dispute mech-anisms, et cetera. I do not see where there is a large propensity towardprotectionism as a function of centralization or anything dealingwith the application of these codes. I think it is actually a counter-
vailing influence.

Further, I think there has been a mood developed as a function ofthe excellent process that we have gone through in the last 3 years,which has been an educational process, among other things, for privateas well as Government people, that this would be a very low risk.
Senator PurcY. Mr. Ga vin, I want to thank you very much, in-deed. I want to express appreciation to you and to the Industry PolicyAdvisory Committee for the advice and counsel we have received.I can assure you this is a matter of very high priority to SenatorRibicoff, the chairman Senator Roth, Senator Chiles, and myself,and other members of the committee. And we certainly take this as amatter of great responsibility in order to see we are structured andorganized properly.
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I think your practical advice is fundamentally sound, and I appre-
ciate it very much.

Mr. GALVIN. Thank you.
Senator CHILUS. Mr. Galvint you were the Chairman of the In-

dustry Policy Advisory Comnmttee. How effective was the role of
this committee in the recent Multilateral Trade Negotiations?

Mr. GALVIN. The Special Trade Relpresentative's office and the
associates from the Department of Commerce were eminently re-
ceptive. Sufficient opportunities for interfacing with the officials on
the various aims of these offices were continuing to be existent. I feel
that there was good listenership on the part of the Government officials.

We got a chance to put our words ea d our thoughts into the pro-
posals, and I feel that a sufficient .uLiber of our recommendations
were accommodated.

Senator CHILMs. It was more than just listenership?
Mr. GALVIN. Yes, sir, I think that the process was good. And I

would commend the operative officials-the Wolff's and the
MacDonald's and all of the people under them with whorl we inter-
faced at the policy and sectorial committee levels. I think it was a
noble experiment, and it worked.

That is one of the reasons why I emphasize in my testimony that the
consultative process must be continued. Maybe it can be munproved.
But it certainly got off to a good start.

Senator CHILES. I note that you said that in your testimony.
How should that be set up in the reorganization we are talking about?

Mr. GALVIN. I am not a student of such a precise recommendation.
But I think that the pattern that we have had is a superb place to
start and rather close to what we are going to need.

We are sectorially organized. There ought to be continuing sectorial
committees. There ought to be some kind of a regularization of these
groups meeting with officials.

It does not have to be as intensely done as during certain of the
critical periods of the negotiations. But there should be a require-
ment that there be a report to the Congress by the senior agency.
the central agency that would be looking over this whole situatio_,
that they have meetings on some periodic basis, like once a year, and
the opportunity for informal consultation.

I think the pattern as established under the Trade Act would
develop into a ratber good system for the future.

Senator CHILls. I note that section 301 in the Trade Act of 1974
is one of the enforcement methods for unfair trade practices. Under
the administration's plan, the new Commerce Department would
handle the staffing for the section 301 cases. But STR would retain
the final decisionmasking authority.

Do you think that is going to work?
Mr. GALVIN. I am not a sufficient expert, sir, in Government

structuring and details of how things work.
I will say that the evidence that I saw of cooperation between the

STR office and the Department of Commerce, who have staffed
many of the positions in the negotiating and the advisory functions,
appeared to be effective, practical, and cooperative. Whether behind
the scenes there were many other difficulti3s that were not observed by
us, my impression is that that would likely work.
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Senator CHILlS. Do you think that you could separate the policy-
making from the policy implementation and still have a workable
system?

Mr. GALVIN. I would prefer it otherwise. I think it would work
better if it were centralized.

That is the reason why on a. priority basis, I come down on the
proposition that I would prefer that there be a single Department of
Trade and Industry, structured a la a Roth-Ribicoff proposal. But I
think the other can be effective.

Senator CHILEs. I understand the administration has proposed
transferring some, but not all, of the commercial attaches from the
State Department to the Commerce Department. Eventually the
attaches for the 30 major industrial countries would go to Commerce.
All the others would remain in State.

You have suggested I think, putting them all in the STR.
What are your thougihts on either leaving them all in State or moving

them all to Commerce? How do you view splitting them?
Mr. GALVIN. I think we ought to move every person-I know there

are places where two hats are worn. I think that every separable
person who is a commercial attache should be moved to one of the two
agencies, the Department of Commerce or to the STR. T can make a
case where they could be in either place.

If they were appointed to the Department of Commerce, they might
be a little freer to act, in effect, as the surrogate or the agent of Amer-
can business in that country, to a freer degree than if they were a
part of the official negotiating Department of the STR or the Trade
Representative's office.

can make a case for the proposition that, well, these people should
bs more than just representatives of business and intelligence-acquiring
entity. Why not have them be the deputy of the Trade Representative
in the country engaging in the, let's say, subparts of the negotiations
or the early stages of the negotiations? Wouldn't this attract better
commercial attaches if they were not just a represertative but really
had some major functional negotiating responsibility?

I can make it both ways.
I find myself currently as a newcomer to analyzing this situation,

rather favoring putting them into the negotiating phase as well as the
representative phase. I find myself suggesting at least the new idea
or at least I haven't seen it written that they should be considered
as maybe being part of the STR. I would be comfortable if they were
a part of the Department of Commerce as well.

Serator CEILEs. Like so many of my colleagues, I voted for the
multilateral trade bill. I spent a good deal of time working on the
international procurement code part of the agreement. I listened to
Senator Percy's comments on a number of provisions of the trade bill.

I happened to believe that, had it not been for the potential break-
throug!s we have in these codes, you wouldn't have seen the kind of
vote we had on the Senate floor. I think you would have heard many
arguments for protectionist policies. And I might have been one of
the people arguing that way. I had become so disillusioned with the
fact that "free trade" no longer seemed to mean "fair trade."

I noticed in your statement that you felt that in most instances
American businesses do not compete on an equal footing. They did not
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have the backing of our Government where they did compete. Where,
there were violations, nothing was ever done about them. As a result,
other countries, in my opinion continually took advantage of the
situation in their dealing with the United States.

I thought that we had reached the point where, if we were not
going to rearess some of these issues, we really had much less to lose in
a protectionist battle than many of our principal competitors.

I think that Bob Strauss did a good negotiating job, especially with
the international procurement code. But now I also wonder whether it
all will go for naught. Unless we have enforcement, unless we demon-
strate the ability and the desire to enforce the agreements, until we
show that to ourselves and to our trading partners, then I'm worried
that it was all for naught.

What do you think should go into setting up an effective enforce-
ment capability in a government? Have you had a chance to focus on
that?

Mr. GALvIN. I can't speak in terms of job titles and things of that
kind. I can speak in terms of direction of policy or objective.

In terms of enforcement, I think we are going to require that the
Department of Trade and Commerce, if it is the entity where this will
be housed, mtust hear a clear-cut statement of objective from the
Congress that it expects fair interpretation.

So, I find that my thoughts begin with the instruction that the
Department gets from the Congress, the very messages that you say
were required at the time of the effecting of the positions of the
Congress months ago. I think they have got to be restated very clearly.

So, the first thing is to state that is our purpose, that is our legislative
intent. From there on, then I think we have got to institutionalize
where we put enough people into the process, who can receive the
complaints. They must be reasonably centralized. They must be
responsive in terms of an early and timely response. There has to be a
goal of timeliness in terms of the effecting of the enforcement nro-
cedure.

Senator CHIL.S. Enforcement actions will occur when our domestic
industries are injured by trading violations. Because of this, do you see
any advantage of placing these enforcement actions in a reorganized
Commerce Department? That Department would also be responsible
for the well-being of domestic agencies and would have a number of
programs a ailable to help domestic industries.

Mr. GALvIN. I am sorry; I don't think I understand the interpreta-
tion of that question. I am sure you asked it well.

Senator CHILzs. For an enforcement action to o. ur, you must have
an injury, to start with, to the domestic industry. Commerce already
has some tools, lending tools, and other tools, to help a domestic
industry that is having troubles. Would putting another implementing
tool, the enforcement authority, in Commerce be of some benefit to
domestic industry?

Mr. GALvIN. [ think it will be of benefit. But here I am not informed
with sufficient detail to what rmay be some outboard responsibilities
of the International Trade Commission. Where I think there still is a
judicial responsibility outboard of the Department of Commerce and
Trade, and whether or not that should remain outboard or whether it
should further be centralized because it is there that some of the
determinations of injury must be treated, I understand.

II I
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So we may not even yet have identified all of the collection of
thins that should be brought under the responsibility of either the
ITrde Representative or the Department of Commerce.

Senator CHILEZ. If advisory committees are continued under the
administration's reorganized proposal, it is not clear whether those
groups should concentrate thleir efforts on STR, which is policy
oriented, or on the restructured Commerce Department, which would
focus on program implementation.

Which entity do you feel the advisory committee should principally
address?

Mr. GALVIN. I think an advisory committee should be privileged
to advise on any relevant subject and I think it could be relatively
unimportant through whioh agency or through which entity we
communicated.

Wo found that both entities listened in the prior consultative
process, even though we met in the Department of Commerce, the
STR came over and sat, and so forth. So I would say the consultative
process could be vested in either one as long as there is a receptivity
to seriously listen on the part of the other party.

Senator CHmLe. Mr. Galvin, I have completed the questions that I
had that I wished to ask you.

[The information follows:]
ADDUNDUM TO STATEMYNT or ROBzRT W. GALVIN, CHAIRMAN or THs BOARD AND

CHIEF EXuCUTIVm OFFrICR

Mr. Chairman, if I could be granted a few more minutes to speak on a subject
which I feel is most important, because it was brought to my attention in a conver-
sation yesterday with one of my fellow IPAC members. Again, however, these
will be my own thoughts. This particular subject concerns our overseas commercial
attaches. First, let me say that, if any of these are to be moved out of the State
Department, I feel all of them should be moved, not just those in the major posts.
It should be remembered that both ourselves and our overseas competitors will be
continually expanding our trade with the lesser developed countries and it is
important that our government's commercial office be represented there as well
as in the countries of our major trading partners.

I feel that these commercial attaches should not be placed in the Trade and
Commerce Department as suggested by the Administration, but rather should
report to the Office of the U.S. Trade Representative. If this corps of commercial
officers functions in the way that would be most beneficial to the country, they
would constantly oversee trade in their host countries for any possible violations
of the codes; they would carry on day-to-day bilateral negotiations and seek out
trade intelligence that could enhance the U.S. trade position. This s in :addition
to promoting U.S. business interests abroad.

The vast amount of information that would be gathered would have some
bearing on our trade policy. Therefore, direct lines of communication between the
policy maker, the U.S. Trade Representative and our front line overseas posts is
essential. I would suggest that these attaches be rotated through various posts
during their careers in order that they can obtain the greatest exposure to the
world trade environment.

Again, thank you Mr. Chairman.

Senator CHmLms. Thank you, very much.
Mr. GALVIN. Thank you.
Senator CHILSe. We will suspend the meetings for 10 or 15 minutes,

until Senator Roth is able to return.
[Brief recess.]
Snator ROTH. At this time, the subcommittee will reconvene. We

will call upon Robert Peabody in behalf of the American Iron &
Steel Institute and he is accompanied by Mr. Richard Schubert, the
president, Bethlehem Steel Corp.
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TEISTIMONY OF ROBERT B. PEABODY, ON BEHF 0RA OF THE A -
CAN IRON & r ISTITUTE, ACCOMPANIED BY RICHARD F.
SCHUBEUT, PRESID]ET, BTE E STEEL COBP.

Mr. Peabody. Thank you, sir. Our testimony today is on behalf of
the American Iron & Steel Institute, whose 63 domestic member com-
panies represent 93 percent of the American steel production.

We wish 'o speak today to one element of the trade reorganizeltion
proposals being considered by the committee, the enforcement o:f our
trade laws.

Congress, working with the administration, has in the new Trade
Agreements Act, demonstrated as clearly as possible, the necessity for
strong, effective enforcement of our trading laws.

The past dismal history of enforcement has been reviewed and prop-
erly discarded as a model for the future. The procedures have been
tightened, the time schedules for action improved and the rules
clarified.

In brief, Congress has provided for a good enforcement system; the
problem now is to make it work. And that is what we want to speak to
today.

In our view, the location of the trade laws enforcement office should
be dictated by the following considerations:

1. The responsibility for trade law enforcement should be depoliti-
cized as much as possible. That means to us that:

The office should be located as high in the hierarchy as possible, re-
porting directly to a secretary.

The office should be headed by an official who is nominated by the
President and confirmed by the Senate.

The office should be one of stature and substance. It should have a
separate budget. Those who work for it should be professionals. It
should be of a status that it will, particularly if there are to be persons
from existing organizations who are desired to be transferred to it, be
recognized as an important, meaningful organization which can ad-
vance and recognize good career people. The model of IRS or FBI is
one to follow.

The head of the office, perhaps called "Commissioner" or "Ad-
ministrator" should have a term of office which rotates for perhaps 6
years; that is, to clearly demonstrate that, while responsible to Con-
gress and the executive branch, it is beyond day-to-day political
influence.

In short, trade law enforcement should be based upon criteria
specified by law and not by political considerations to the extent
possible.

2. The responsibility for trade law enforcement should not be
structured so that it is affected by the governmental organization
which is responsible for international trade law negotiations or export
promotion.

To do so will have the inevitable effect of causing day-to-day en-
forcement to be the subject of pressures relating to other, equally
important but totally unrelated considerations. To be avoided are
those situations where a foreign interest attempts to affect the en-
forcement process by promises of actions in some other, different,
area of commerce.

I I_
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Nonetheless having stated these principles, we nevertheless believe
that there will be those enforcement situations where the special
expertise of those in STR will be required.

The new Trade Act, for the first time, has created the statutory
authority for the suspension and discontinuance of enforcement
proceedings. In the "big case" particularly the special expertise of
STR should be employed.

Specifically, we leiCeve that where there are suspension or dis-
continuance negotiations, they should be conducted by STR. The
enforcement agency need not develop that special negotiating exper-
tise; it is already available.

The effect of separating enforcement and settlement negotiations
in this manner will, we submit, facilitate both enforcement and help
insure reasonable settlements. It will strengthen the negotiatorrs
hands: They will be, properly, perceived by those across the in-
ternational table from them as not being able to politically affect
enforcement through tradeoffs of unrelated matters but only able to
terminate the enforcement process by substantial, meaningful settle-
ments related to the trade matter at issue.

Mr. Chairman, we believe that Congress has as its goal fair trade
and fair enforcement of that fair trade. To mix enforcement and
negotiation, to mix enforcement and export promotion, to mix en-
forcement and political considerations, wil, in our judgment adversely
affect the good work accomplished by the new Trade Act. Conversely
the combination of enforcement and negotiation will diminish and
detract from the ability of our trade negotiators to negotiate.

We respectfully submit that the best way to achieve the fair
enforcement desired by Congress is to separate the two very important
but distinct functions, enforcement and negotiation, in the manner
we have indicated.

Our interest is to separate the enforcement and negotiation process,
separate the process of export promotion, to separate the process of
negotiation from the process of enforcement.

We think that is crucial to the success of the bill which is, I guess,
today now a law that Congress has seen fit to provide to the
administration.

Our belief is that the best way to do this is to separate the enforce-
ment mechanism from other considerations.

That is our statement, sir.
Senator ROTH. Thank you, Mr. Peabody.
Let me start out by saying that one of my principal concerns in

whatever mechanism we develop is that we do have strong enforce-
ment of our rights. I think that has been a problem in the past in the
Treasury Department in particular. I am not at all persuaded that
the Commerce Department will be more effective.

I might say it is not only a question of our countervailing and other
laws that we have on our books, but I am also concerned about our
having the will to administer the so-called nontariff codes. They are
much more general. They are much more ambiguous and it does
seem to me that we have to develop some kind of mechanism in that
area. We need an aggressive agency that will protect our rights and
will also help implement them m such a manner that promotes Ameri-
can trade interests.
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I don't know of any way we can separate that aspect of the enforce-
ment, if you want to call it, from the lead agency.

In the case of countervailing, it seems to me your statement would
rule out that it be in either the Department of Commerce or the
Special Trade Representative office; is that correct?

Mr. PEABODY. We don't go quite that far, Senator. We have to
take, so to apeak, the word as it comes down.

Senator ROTH. We all find that.
Mr. PEABODY. If it is the President's reorganization plan or if

it is your bill. Our ultimate interest is not so much that this be an
independent agency, like some that are around, but rather that to the
extent that it is politically and practically possible that the enforce-
ment be along the lines I have described.

If it is in a department, if it is in Commerce, if it is in Treasury,
if it is in STR which I personally think that it should not be with
STR, it should in any event be slotted so that the reports into the
head of the agency, not to the deputy assistant, not to an assistant,
not to an undersecretary, expert promotion or what have you.

Senator ROTH. Let me ask you tis: In other words, do you think it
should be included as obviously it is going to have to be included
somewhere-maybe the answer is that we could give it sufficient
independence?

Mr. PEABODY. That is what we are shooting for.
Senator ROTH. Within the entity, and I must say I happen to think

it must be in STR.
Mr. PEABODY. I said that with some deference.
Senator ROTH. One of the points that you raise that seems a little

bit in conflict with your other testimony is that you want it to be
relatively independent and yet you want it to report to the top guy
or gal, as the case may be. That sort of argues the other way because
I suppose the political decision would tend to be made by the top
person.

Mr. SCHIUBRT. Mr. Chairman, if I might respond to that, what I
think we are really saying is that it ought to be treated as a law en-
forcement agency. This element, this subdivision of whatever depart-
ment in which it is located should be treated as what we believe the
law has now meant it to be, to wit: A law enforcement mechanism
or agency.

I personally have had experience for 5 years or so at the Labor
Department. Going back to my own experience there are a number of
law enforcement programs there that report directly to the Secretary,
and indeed function as I believe this should, given the nature of the
legislature as impacted by the bill that was signed into law this
morning.

It ought to function as a legal law enforcement agency. The defini-
tions are such that it is predictable enforcement pattern. The Secre-
tary must, in terms of budget and overall responsibility, have some
monitoring function, but it is a law to be enforced.

Mr. PEABODY. For example, Senator, there is a certain amnunt of
freedom that is given just in the concept of separate line item budget.

Senator ROTH. This is a very critical question, and I have a great
deal of sympathy for what you are saying, because I am dissatisfied
with the job that has been done in the past.

So-0go 0 - 79 - Is

I I
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I think there is great merit wherever we put it, and I have some
preferences that we create some autonomy. Iwill have to say, based
on some of the other problems we are having in Government, I am
not sure I am totally for autonomy, but I am not sure what some of
these other regulatory agencies do in an independent fashion, so that
we really have no national policy.

Mr. PEABODY. That is why we refrain from setting it up like the
Federal Trade Commission or something of that nature.

Senator RoTE. We find that in many cases the independent agencies
act in their nwn direction irrespective of who is in the White House
or the will of the Congress. We have a delicate balance, I think is
what I am saying. I am sure you have heard me say this point, but
I will say it again, that we are going to be trying to develop a solid
approach and this is going to be a key question.

I would urge and ask that you keep in contact with our people so
that we can try to fleet the best balance in this area.

From the standpoint of consolidation, do you agree that there
ought to be a restructuring so that we have a more activist American
policy promoting trade?

Mr. PMABODY. Yes, sir.
Senator ROrH. One of my concerns, in all candor, is that even though

your steel industry in many cases is very large, it is pretty difficult
for them to compete in world trade, even large business organizations,
when foreign companies work hand in hand writh the Government.

I would like to see us come again around to the point where we are
ultimately doing a great deal of exporting of steel products.

Mr. PEABODY. Ultimately our problem is in some considerable part
that so much of the steel industry in the rest of the world is either
nationalized cr quasi-nationalized and in any event subsidized.

Mr. Scanu aT. But we can, Mr. Chairman, maintain a strong
viable steel industry which supplies the needs of American users and
consumers, prov des a stable employment base if we have a fair shot
at our own market.

We have the bitgest, most attractive market in the world by far.
All we r re asfin for is a fair shot at our own market. We have not
had the t kind of fair shot given the subsidies that we have had to
contend with and the mix of the economies that we are competinl
with constantly.

We believe that the new law has sufficient teeth in it to permit and
enforce mechanism and process to adequately protect that market.

If we cannot-we have said very candidly, Mr. Chairman, that if
we cannot compete in our own market against fair trade from abroad,
we ought not be in the business.

Senator ROTH. No. 1, I think as a leading nation, we have to have
an effective steel industry. We cannot discharge our responsibility as
a free leader of the world without it.

Second, as you point out that one of the problems is that the
competition is if not Governnent subsidized, then Govermnent owned.

This is an area where it seems to me that our nontariff codes
conceivably should be of great importance to you in protecting and
promoting a sound steel industry

I would say to you that I would hope that not only ae you actively
intereted in selling here, but the world market is growing so rapidly
during the next 10 years that we take an increasing share of that.

I I
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I have confidence in your management skills that this is possible if
we are structured in Government to help out.

Mr. SCKsUDuT. Mr. Chairman, you should know that we project
the growth of our economy and steel demand in this country, unleE s
we can turn around in respect to capital formation and profitabilit y
we won't be able to supply the 85 or 80 percent of domestic neeis,
much less supply significant steel from abroad.

The trend has been just the other way. There has been a reduction
in capacity over the last 10 years, of very significant proportions.

Senator ROTH. I regret that I had to be absent for an extended
period of time, but one of the reasons was that I was attending a press
conference where one of the principal thrusts of what we were releasing
was the need to have tax reductions for both personal and capital
formation that will help you secure the investments capital necessary
for that growth. I agree with you. That is a critical need of this country.

Mr. PIBODY. Thank you, sir.
Senator RoTH. Gentlemen, I appreciate your being here and as I

said I would hope particularly on this delicate question, because I
think it is two sided We would welcome your help and suggestions.

Thank you.
At this time I would like to call on Mr. Carlson, who is testifying

on behalf of the Associated General Contractors of America. He is a
member of the M. M. Sundt Construction Co.

TESTIMONY OF JOHI E. CARLSON, VICE PRSIDENT, . . S.IDT
CONSTUBfTION CO., ON BEw ALt OF THE ASSOCIATED GENERAL
CONJTRACTORS OF AMEICA; ACCOMPANIED BY GEORGE EL
STO(CLTON0, DIRECTOR, AO'S InTERNATIONAL CONSTRUCTION
DIVISION; A3D MS. RARRO A. OWENS, ASSISTANT DIRECTOR
0S THE CONSTBUCTION DIVISION

Mr. CARLsoN. Mr. Chairman, members of the committee, ladies
and gentlemen I am John Carlson, vice president of the M. M. Sundt
Construction Co. and a member of the Intmrnational Construction
Committee of the Associated General Contractors of America.

My firm has been active in the overseas market construction market
for over 4 years, and we are presently performing construction in
Saudi Arabia.

I am accompanied today by Mr. George Stockton, director of AGC's
international construction division and Ms. Barbro Owens, the as-
sistant director of that division.

The Associated General Contractors of America and its 113 chapters
nationwide is comprised of approximately 30,000 firms, including
more than 8,000 of the Nation's leading general contracting com-
panies that perform more than $100 billion of construction annually.
AGO members also perform approximattly 50 percent of the con-
tract construction by American firms in more than 100 countries
abroad.

Mr. Chairman, AGC is here today to present the position of our
international contractors on the various proposals to reorganie U.S.
Government trade functions. In doing so, we believe it is necessary
to examine not only the functional organization of U.S. trade policy,
but the substantive content as well.

m.
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First, let me briefly remind you where we stand today in terms of
our trade balance. The U.S. trade deficit in 1978 reached $34.2 billion,
resulting in increased inflation, a weaker dollar and less employment
for Americans.

This year, prior to the June OPEC price hike, we were running
monthly trade deficits suggesting a 1979 total deficit of around $2.35
billion. Unfortunately, OPEC prices could add another $10 billion to
previous estimates of this yearrs oil imports, bringing the deficit close
to last year's record level.

The current trade imbalance is directly related to our heavy
reliance on foreign oil imports and coincides with the loss of overseas
export markets due to the eroding competitiveness of U.S. export
industries.

In the course of only 3 years, U.S. contractors have dropped from
first to fifth place in terms of new contracts awarded in the inter-
national construction market. From a market share of 15 percent in
1976, U.S. contractors fell to an estimated 7.9 percent in 1978, and
traditional American markets, such as Saudi Arabia, are increasingly
being overtaken by our Asian and European competitors.

The loss of construction business abroad translates directly into
reduced benefits for the U.S. domestic economy. Construction con-
tracts typically result in the expenditure of 40 to 60 percent of the
total contract volume of U.S. goods and services, or what we count as
direct exports.

The jo]generating effects of construction exports are substantial.
The $50 billion of overseas construction awarded to U.S. contractors
in the period 1975 to 1977 equals between 800,000 and 1.2 million
Americans employed domestically applying the generally accepted
formula that every $1 billion of UJ.S. exports creates an additional
40 000 jobs.

This does not include the many Americans employed overseas by
the U.S. construction industry. In addition to employment, exports
of U.S. construction services create overseas sales of U.S. merchandise
and insure a spare parts market for years to come.

The initial design and construction of industrial facilities and civil
works by the U.S. engineering and construction irdustry increases
the likelihood that future plant expansion and development will also
be procured in the United States. ft is therefore iu the interest of the
Nation as a whole that the U.S. construction industry be capable
of successfully competing in world construction markets in the future.

As a means of balancing our trade account, import reduction is not
a viable alternative at this point, with our heavy dependence on foreign
oil and our commitment to liberalized world trade as expressed in the
recexntly concluded MTN Treaty, which, incidentally, according to the
STR, only covers government procured manufactured goods and not
construction services.

Realistically speaking, we have only one choice: To substantially
increase exports of U.S. goods and services. The fundamental question
that we are thus facing is: What can the U.S. Government do m order
to bring about a sizable increase in exports?

U.S. trade policy can be divided mnto two different categories of
Government involvement affecting the export industries: Export
disincentives and export promotion.
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Iet us look at export disincentives first and see what the U.S.
Government could do in this area to reduce the unfavorable impact
on exports.

By export disincentives, we mean such impediments to trade as the
noncompetitive taxation of U.S. citizens abroad, antiboycott, antitrust,
and antibribery legislation, environmental reviews and human rights
considerations.

Trade has increasingly become a tool for foreign policy purpoes,
and no accurate figures are available on the trade costs associated with
each new trade regulation. In short, there is a myriad of unrelated
laws and regulations that produce a series of stumbling blocks and an
aura of uncertainty that, in turn, produces a chilling effect on anyone's
plans for doing business overseas. These costs probably cannot be
quantified.

However, there are certain trade costs which can be identified aad
measured in a quantitive sense. We believe that any trade reorganiza-
tion should be accompanied by a statutory requirement which would
direct the designated lead agency on international trade to prepare
trade impact assessments-TIA-identifying the trade costs of all
maor existing and proposed legislation and regulations affecting
U.S. .trade.

National security and foreign policy considerations are today
receiving disproportionate attention relative to our trading interests.
This is partially because the trade argument has been so poorly pre-
sented. We need an improvement in this respect.

We recognize that legitimate national security and foreign policy
considerations in certain situations must receive first priority, even if
a loss in trade is apparent and inevitable. However, we moust insure
that the trade argument is coherently presented and empirically
supported in order to avoid that marginal political gains be considered
more important than substantial losses in trade.

We need the trade impact assessment mechanism to provide a neces-
sary and desirable broadening of the factual basis upon which Congress
considers the merits of any given legislative or regulatory proposal
affecting trade.

We need the trade impact assessments so that the trade costs, ulti-
mately borne by the American consumer, are clearly understood and
taken into account when foreign policy initiatives are contemplated.

A much greater effort must be made in the future to seek policy
alternative which satisfy foreign policy objectives which keeping
lost overseas business to a minimum.

We are witnessing a growing interdependence between isecurity,
foreign policy, and trading objectives. A strong trading posture for
the United States is becoming both a national security and foreign
policy necessity.

It is for these reasons that we respectfully submit for the consider-
ation of this committee the following proposed amendment to whatever
form of trade reorganization legislation comes out of these hearings:

The Secretary in carrying out the purposes of this Aot shall, among his responmi-
bilities, undertake the creation of the Office of Trade Impact Assessments in the
Department of Trade and Commerce.

The Office of Trade Impact Assessments shall hold as its sole responsibility the
preparation of the trade impact assessments identifying the trade costs ssmocated
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with major existing and proposed legislative or regulatory measures affecting the
U.8. trade performance.

Such measures shall be identified by the Secretary in consultation with Congress.
The Trade Impact assessments shall be made available to Congress at least ninety
days prio: to the final consideration of proposed legislative measures and on an
annual basis on existing major legislative and regulatory measures affecting U.8.
trade performance.

Mr. Chairman, we have presented what we feel to be a constructive
proposal to deal with export disincentives, and we can now turn to the
export promotion efforts of the U.S. Government. There are two forms
of export promotion. Indirect or general trade promotion and direct
or specific trade promotion.

The indirect or general trade promotion consists of the traditional
work done by the Commerce Department and the commercial officers
at our embassies abroad. This remains an important part of the overall
effort by the U.S. 'Government to promote trade, even though the
results of this form of trade promotion are difficult to quantify in terms
of dollars. The various trade reoiganization proposals direct themselves
to this general level of trade promotion.

The direct or specific type of trade promotion operates at the level
of actually getting the buiness, signing the contract, and completing
the ob. final analysis, this direct form of government promotion
is the more important for U.S. contractors competing for construction
projects overseas.

Competitiv'e project financing, competitive taxation, loan guaran-
tees, performance bonds, political risk insurance, feasibility finance-
these are the services that we need from our Government to be com-
petitive abroad. We predict that no matter how much the Government
reorganizes its general trade functions, we will experience very little
export expansion unless these specific tools of trade are identified and
substantially improved.

The U.S. construction industry has traditionally been opposed to
the principle of Government subsidies to private industry, but we
must concede that in order to be competitive in the overseas markets,
we need U.S. Government policies and programs which improve our
competitive posture.

The Export-Import Bank its doing an effective job given its limita-
tions; but it should have substantially increased lending authority.
We need adequate project finance at competitive rates equal to what
other governments offer their construction exporters. With insufficient
bank funds, higher risk construction projects in developing nations
must today compete for finance against lower risk commodity sales
or manufactured goods, with the construction projects receiving lower
priority. We believe that such competition for bank funding should
be eliminated, perhaps by earmarking adequate percentages of bank
funds solely for project finance.

The amazing fact is that instead of experiencing a steady increase
in funds to respond to the growing needs, Eximbank's direct credit
authorization dropped from $3.8 billion in 1974, corresponding to an
export value of $8 billion, to a low of only $700 million in 1977 direct
credits, supporting $1.4 billion in export value. The Bank is not
expected to exceedits 1974 lending authority until 1980.

Expansion of the Eximbank and the maintenance of its present
independence is one of the most cost-effective methods of securing
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new export business; and, in our opinion, this requires tripling or
quadrupling the proposed funding level of $4.1 billion for fiscal year
1980. Competitive project financing is quickly becorming the most
important aspect of a successful bid.

Mr. Chairman, we have talked about the need for direct and specific
trade promotion, of which the programs of Eximbank are one example.
Rather than take the committee's time to discuss additional programs,
we would ask that the attached appendices outlining these suggestions
be entered into the hearing record.

Senator Rorn. Without objection.
[The documents referred to follow:]
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APPENDIX I */ /

International Construction
Diviaion

THE ASSOCIATED UENERAL CONTRACTORS OF AMERICA
167 E Street, N. Werhinglon. D.C. 2000 12021 3103 0

June 26, 1979

PROPOSAL TO DEVELOP GOVERNMENT FACILITY FOR GRANT-IN-AID FUNDING
OF FEASIBILITY STUDIES FOR MAJOR CAPITAL PROJECTS OVERSEAS

In response to the increased use of mixed credits on the part of the

industrialized nations of Europe and Asia in the financing of major capital

projects in the developing world, and recognizing Eximbank's limited ability

to effectively counteract these practices on behalf of U.S. exporters, the

following proposal suggests one possible means of improving the competitive

position of U.S. companies pursuing such projects.

Nature of Project Feasibility Studies

The key element in the successful development of large industrial and

civil infrastructure projects in both industrialized and developing nations

is the preparation of the project feasibility study. The feasibility study

identifies for the proJect's promoters, owners and financial backers the

economic and social benefits which can be expected to accrue from a given

project, as well as the costs associated with the financing of the work and

operating the completed facilities. The feasibility study is, in fact, the

primary evaluative tool for proposed projects and is the basis upon which

implementation decisions are made. The costs of feasibility studies vary)'

from project to project; however, a standard approximation of their costs

falls in the range of between 1Z and 3X of the total project costs. In many

cases, these costs prohibit a developing country owner from proceeding with

many categories of low priority, yet financially viable, development projects.
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International contractors interested in carrying out these projects

must then assist such owners in sourcing competitive financing for the

required feasibility studies. This assistance takes several forms, ranging

from government-tacked credits with low rates of interest, to outright grants

from the bilateral lending agencies of a contractor's country of origin.

The willingness of these government agencies to concessionally

finance the feasibility study stem from the increased likelihood that the

project itself will be awarded to a contractor from the same country which

prepared the project feasibility study. This correlation is due to the high

degree of compatibility between the conceptual framework of the project as

identified in the feasibility study and the follow-on engineering design.

If standard U.S. technological applications are specified in the feasibility

study, the design and construction can be carried out more efficiently by a

U.S. contractor familiar with the applications. Soms countries reportedly

will grant the feasibility study if the client agrees to contract the follow-

on design and construc:ion with a contractor from the country. The export

credit agencies of these nations will also arrange project financing for the

project itself, provided that a majority of the procurement for the project

is tied.

While Eximbank is empowered to respond to such mixed credit competition,

budgetary limitations prohibit them from effectively counteracting these prac-

tices (total lending authority, $3.6 billion for FY 197.). In short, the Bank

has limited funding available for grant or concessional financing operations,

and is also directed by statute to be self-stustaining and thereby cannot afford

to engage in concessional financing to any major extent.
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With the e-ception of the loans and grants made under tie Security Sup-

porting Assist ace program (SSA), .he Agency for Internationil Development

(AID) has dramatically reduced the level of AID financing for capital pro-

jects. AID's decision to get out of the construction business is consistent

with the New Directions program emphasizing basic human needs (BHN) rather

than the "trickle-down" theory of capital-intensive development. The office

of Reimbursable Services (RS) in AID has funding available for feasibility

studies, but the level (approximately $3 million) is not large enough to meet

the competitive needs of the industry.

Consequently, U.S. contractors competing for major capital projects in

developing nations are at a decided disadvantage due to the lack of an ef-

fective export credit/foreign assistance facility. Due to the substantial

trade benefits associated with these projects, both in terms of initial pro-

curement as well as the follow-on spare parts market they create, the following

proposal is offered for consideration.

Eximbank/AID Co-Financing Facility for Feasibility Studies

A U.S. contractor pursuing a project in a developing country would ap-

proach the Ministry of Planning and map out the basis of the project and reach

an agreement on the preparation of a feasibility study. The contractor and

the client would then apply for financing under the proposed facility, which

would involve a short-term Eximbank credit at the official rate, to be repaid

by a grant-in-aid fur-ding from AID. The Bank would, in effect, be extending

fully guaranteed short-term credit to the client for the feasibility study

and thereby experience limited budgetary impact; AID would be supporting the

foreign entity with a grant to repay the foreign exchange costs of the feasi-

bility study. The feasibility preparation would involve, to the greatest extent

- I I _ II
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possible, the participation and training of the client country nationals and

would, therefore, be consistent with AID's AHN criteria. The likel'hood that

AID'e participation in the feasibility would eventually lead to a major capital

project vith probable U.S. participation might necessit te the channeling of

the AID funding throush the Security SuppJrting Assistance program, due to

its aforementioned con truction emphasis. The SSA monies would be drawn from

a ready fund approximat ,ng an appropriate percentage of the SSA annual budget

(1-2I; SSA authorizationa for FY 1980 are approximately $2 billion). During

the preparation of the feasibility stody, alternative sources for project

finance would be identified, making possible use of existing Bank programs,

the private capital markets, or, if the project warranted, future SSA author-

izationse.

The project would then be put ort to competitive bidding or negotiations

and would be tied to U.S. procurement to ensure the desired trade effect.
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APPENDIX 2

International Construction
Division

THE ASSOCIATED GENERAL CONTRACTORS OF AMERICA
tI1? E Sm. N.W. Whinon,O. D.C. 2006 (202)393-2040

POLITICAL RISK INSURANCE FOR
OVERSEAS CONSTRUCTION CONTRACTS

The volume of work performed abroad by the U.S. construction industry,
which very materially improves our presently unfavorable balance of trade,
could not be obtained if it were not for the political risk insurance which,
in the east, has been provided by the Overseas Private Investment Corporation.
Furthenrore, this volume could be increased if the political risk insurance
program ei improved.

ACC does not favor one agency over another to provide political risk in-
surance for overseas construction contractors, even though our five year ex-
perience with the program under the Overseas Private Investment Corporation
was viewed favorably by the industry. Bowever, the country per capita income
and company sales volume policy limitations adopted by the OPIC Board of
Directors in September, 1977 drastically reduced the availability of the pro-
gram in several key construction markets, and thus materially reduced its value.
Recognizing the incompatibility of OPIC's developmental objectives with the
export assistance requirements of international contractors, AGC racomended
to the Congress on March 16, 1978, during the consideration of the U.S. Export-
Import Bank legislation, that the program be transferred to the Export-Import
Bank.

Following AGC's testimony, the report of the Comaittee on Panking, Finance
and Urban Affairs included a recommendation for the development of a Construction
Services Insurance Program at the Bank. During the process vhich led up to the
actual transfer of the program on July 1, 1978, AGC contractors participated in
a series of meetings with Zximbank staff concerning the program and its composi-
tion. On April 25th, AGC provided the members of the National Advisory Council
(NAC) with a memorandum outlining the nature of construction exports and the
specific areas of exposure in a typical construction contract.

On June 9th, the Board of Directors of the Export-Import Bank were presented
with a final program proposal, and it was unanimously adopted.

Since the adoption of the program by the Export-Import Bank, approximately
30 project registrations have been filed. However, due to the low awards ratio
for U.S. contractors overseas, tuly a small number of policies have been issued
to date. The low award ratios 1eflect the overall noncompetitiveness of the
U.S. construction industry in the international markets, and do not relate to
the program or to the Bank's administration of it. However, there are several
features of the program as presently administered which do not further the ex-
port promotional intent of the Congrebs, nor adequately address the needs of
the U.S. construction industry.

I N
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The requirement by the Bank for an investment guarantee bilateral agree-
ment between the U.S. government and the focMeign government in advance of is-
suing coverage for a project has limited th' availability of the program in
several major markete. The program propos.; approved by the Board of the Ex-
port-Import Bank called for the following policy with respect to the bilateral
agreement eligibility requirement:

(1) 2ximbank should utilize the OPIC bilaterals to the extent
that they are available.

(2) Otherwike, Exidbank should obtain satisfactory evidence that
the host government has approved the project and that Eximbank
would be recognized as succeeding to the rights of the guaran-
teed U.S. firm in the event of the payment of a claim by Eximbank.

From everything we can gather about the Bank's edministration of the pro-
graS to date, the emphasis has been placed on the first recomendation, and
they have effectively adopted the OPIC country list. Consequently, the country
expansion of the program of the Bank has not occurred. The Bank's counterparts
in the countries of Europe are offering similar coverages to their respective
conatruction industries on an unlimited country basis, and they are doing so
without the benefit of rights of subrogation or arbitration agreements.

Therefore, we recomuend that the Bank be directed to expand the availabil-
ity of the coverage in a manner more responsive to the competitive needs of the
U.S. construction industry.

07/25/79
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APPENDIX A

NEAR EAST BUREAU Contracts by Code 941 firms (Korean only)

Firm Project Loan

Jordan

1. Shin Seung (Korean) Jordan Valley Vtillage $14 mil.
Development (Buildings)

2. Cho Suk (Korean) East Chor Canal S10 oil.

3. Cho Suk (Korean) Zarqa Triangle Irrigation $ 4.5 mll.

ASIAN BUREAU Contracts by Code 941 firms (Korean only)

Indonesia Contract Ant.

1. Hun Dai (Korean) Djakarta-Bogar Road $33.2 nil.

Einsladeab

1. KDC (Korean) Ashuganj Fertilizer S 4.6 nil.

NOTE: Vinnell (U.S.) bid against KDC on this contract and lost.

Korea, Taiwan and India have been major suppliers of equlpnent and materials
on AID funded work through Code 941 eligibility. Current estimates of annual
Code 941 sales are put at $25 million per year.

I
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IIl. DISCUINUATORY IMPACT ON U.S. SHALL SUSINESS

As the Administration continues to examine ways to improve our trade per-'
formance, considerable discussion has centered on the necessity of increasing
the involvement of U.S. sall business in the export markets. Procurement under
the AID prosram constitutes an ideal entry vehicle for smaller firm in that the
tied nature of the program serves to insulate these companies from the highly
competitive field of international bidders. Upon penetrating a given market
through AID-financed work, U.S. exporters ay then, at a much lower operating
cost, explore additional regional opportunities. However, if the presence of
government-subsidized competition in the AID program persists, there will be
limited or no opportunity afforded U.S. smll business.

This comercial perspective of Lhe AID program would recognizably lack
support in the purely developi ntal context; however, the consistent end in-
creasing use of inxed credits on the part of the principal trading nations of
the world lends credence to this argument. U.S. exporters are facing bidding
situations where foreign counterparts are providing export financing which in-
cludes varying percentages of grand-in-aid or highly concessional interest rates.
Eximbank is not empowered, in any effective sense, to respond to such mixed cre-
dit competition, end therefore, measures should be taken to ensure a substantial
U.S. trade effect in our existing foreign assistance programs.

Recommendation - To better serve the interests of the U.S. small business cor-
munity, AID should reevaluate the eligibility of subsidized ADC nations and
endeavor to substantially increase its efforts in publicizing upcoming tenders,
working in closer liaison vith the export promotional offices of the U.S. De-
partment of Commerce and the Small Business Administration.

Attachax-nts
CGS/cec

I
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APPENDIX 3

International Construction
Division

THE ASSOCIATED GENERAL CONTRACTORS OF AMERICA
11167 E Street, N.W. Whinton, .C. 00 (202 13-2040

O R A N D U

June 20, 1979

'-o: MHebere of the Bilateral Subcomittee of the
Development Coordination Com:ittee

FROI: George 1. Stockton, Director of International Constructitq~

SUBJECT: Code 941 Competition in the U.S. AID Program

The Associated General Contractors of America and its 113 chapters
nationwide is conmprised of approximately 30,000 firms, including more than
8,000 of the nation's leading general contracting companies that perform
more than $100 billion of construction annually. ACC members also perform
approximately 501 of the contract construction by American firme in more
than 100 other countries.

ACC members have long recognized and actively supported the vital role
carried out by the Agency for International Development (AID) in assisting
the poorer nations of the world in their respective development programs.
Over the last several years, AID-financed construction projects have contri-
buted substantially to the demand for U.S. construction services abroad, and
U.S. contractors have accomplished a highly satiafactory performance record
within the AID program.

It is our belief that such direct bilateral assistance is e far more
effective mtans of implementing U.S. foreign assistance policy than is the
multilateral alternative. Bilateral assistance ensures a greater degree of
control over the end use of foreign assistance appropriations and tends to
minimize the negative impact on our trade accounts from the outflow of capital
through the tying of procurement to U.S. source and origin. The economic re-
turns accruing from the U.S. AID program should not be discounted, particularly
in light of the present environment of budgetary austerity.

On the issue of non-U.S. bidding eligibility on U.S. Government-financed
construction projects abroad, AGC has adopted the following policy:

"AGC believes that all construction and engineering
projects in foreign countries, financed in whole or
in part by any agency of the U.S. Government, be lim-
ited to bona fide host country col ,truction and engi-
neerinlg firms or bona fide U.S. construction or engi-
neering firms or a combination thereof."
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With respect to Code 941 procurement policy, we recognize and acknowledge
the greater developmental considerations supporting the principle of untying;
however, we object to the policy for the following reasons:

(1) Inequitable distribution of benefits among Code 941 nations;
(2) Unfair nature of Code 941 ADC competition; and
(3) Discriminatory impact on U.S. small business.

In the following consideration of Code 941 procurement, we have confined
our coemmets to the effects of the policy on the U.S. construction industry.
We have done so because competition in the construction program differs mater-
ially from that in the AID programs devoted to the procurement of commodities
or food. Unlike the international commodity and food markets, which are rela-
tively open, competition in increasing sectors of the global construction mar-
ket is becoming closed due to the introduction o; export subsidies ani non-tariff
barriers by principle trading nations, including several Code 941 advanced de-
veloping countries (ADC's). Therefore, as we intend to illustrate, Code 941 pro-
curement p>,licy creates competitive distortions which uniquely and disproportion-
ately impact the U.S. construction industry.

I. INEQUITABLE DISTRIBUTION OF BENEFITS AMONG CODE 941 NATIONS

We understand that Code 941 procurement policy was developed during the
early 1970's, and reflected the Nixon Administration's belief that the untying
of AID procurement to qualified Code 941 countries would accomplish a more
equitable distribution of benefits of U.S. foreign assistance. There is evidence
that the various benefits intended to accrue to the Code 941 nations through the
untying of AID-finaaced construction projects, such as training, capital forma-
tion and eventual self-sufficiency, are not being shared equally among eligible
nations. In fact, an analysis of Code 941 participation in the AID construction
program indicates that the policy has accomplished little more than a skewing of
the benefits to a very small number of ADC nations. Since 1973, five major con-
tract awards totaling $66.3 million have gone to Korean contractors; and Korea,
India and Taiwan have also been major suppliers of equipment and material --
current estimates of these sales are put at $25 million per year (for breakdown,
see Appendix I

While the success of the Koreans in the AID program might appear substantial,
it is insignificant when compared to their overall accomplishments in the global
development markets, particularly in the OPEC nations. In 1978, Korean overseas
contract volume topped $6 billion, and projections for 1979 are in excess of $10
billion. Several other Asian ADC nations, including Taiwan, the Philippines and
Thailand, are also fol.owing the Korean overseas construction model (see Appendix
I). The $10 billion projection for Korel, which is almost three times the total
AID outlays for FY 1980, suggests that trley are no longer in need of the U.S. tax-
supported AID construction program.

It has been suggested that coltinued Korean participation in the AID program
is necessary due to a waning interest on the part of the U.S. and other Code 941
contractors. We submit that this waning interest comes about as a direct result
of Korean bidding eligib.lity. For many of the reasons identified in section 2

*0-490 0 - 79 - 19
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of this paper, both the U.S. and Code 941 contractors have learned that con-
paeing against a Korean firm is not worth the cost of bid preparation. This
dominance of the AID program by the Koreans reflects a level of capability
which dramatically exceeds the Code 941 norm. The guaranteed effect of con-
tinued Korean eligibility will be the denial of opportunity to a more deserving
category of nations.

This widening gulf of opportunity between the ADC and LDC nations was a
recurring theme during the fifth meeting of the United Nations' Conference on
Trade and Development (ItCK.AD V) which recently concluded in Manila. The di-
vision and frustration which characterized the proceedings prompted a member
of the U.S. delegation to cosmant: "The advanced developing nations sooner
or later must recognize that less preferential treatment for them would mean
more benefits could be passed on to the .least developed countries." (See Ap-
pendix C).

Recommendation - We submit that a reevaluation of the eligibility of certain
ADC Code 941 nations is tantamount to the meaningful implementation of the
AID program, not only from the standpoint of U.S. participation, but also for
truly qualified Code 941 countries as well.

II. UNFAIR NATURE OF CODE 941 ADC COMPETITION

The aforementioned success of the Koreans and other developing Asian nations
has not come about without vigorous levels of support from their respective gov-
ernments. These supports vary from country to country, but typically take the
form of lenient tax treatments, outright financial subsidies, government control
of competition, recruitment and training of labor, and restriction of labor sup-
ply (see Appendix B). The Korean example is the most visible and by far the most
effective of the subsidy programs, and we will therefore confine our comnents in
this section to Korea.

In the aftermath of the 1973 oil embargo, the Korean government became com-
mitted to a program of export expansion to meet the rising cost of energy. The
most efficient formula was soon identified to be the export of construction and
engineering services to the OPEC development markets. While serving a brief ;tp-
prenticeship as labor and trade subcontractors to U.S. and European contractors
in the region, the Koreans proved to be a quick study in the categories of build-
ing construction and civil works. Subsequent joint ventures with Western contrac-
tors eventually led the way to prime and turnkey contracts for several emerging
companies. It was at this point that evidence of government support and out-
right control emerged. During this period, the Korean construction indus-
try was undercapitalized and under traditional competitive procedures would have
found it impossible to post the large bank guarantees (on-demand letters of credit)
required for bid, performance and advance payment bonds on jumbo Mideast contracts
tendered during 1975 to 1978. However, the Korean exchange bank interceded on their
behalf and posted unconditional counterguarantees to Western bank-led syndicates
providing bank guarantees for Korean contractors. (A list of these major syndicated
guarantees is attached, as well, as a telex from Citibank, Seoul confirming the
counterguarantee mechanism on one of the syndicates - see Appendix D).



287

Further evidence of government control over its contractors became in-
creasingly apparent, particularly in the area of export permits. As a par-
ticular project would near the tender stage, contractors in the region would
often enter into Joint venture relationships with foreign counterparts in order
to minimize the risks associated with the project. In several documented cases,
U.S. contractors had entered into joint venture agreements with Korean contrac-
tors. However, they soon found that their partner was no longer interested in
pursuing the work after another Korean contractor became prequalified to bid
the same project as a single entity. When pressed on the issue, the former
partners revealed that their government had denied them a permit needed to
secure the necessary bank guarantees required to bid the particular job.

In a meeting between a Korean construction delegation and the AGC, held in
Washington on October 23, 1978, the ACC officially protested this practice on
the grounds that it was anti-competitive. Mr. Park Sung Bak, Director of the
Overseas Cooperation Bureau of the Korean Ministry of Construction, responded
to the protest by stating that the Government of Korea felt that such restric-
tive procedures were necessary in order to avoid "ruinous competition betweeu
Korean firms." (See Appendix E). During the same meeting, AGC questioned Hr.
Park about the government's restriction of the use of Korean labor to Korean
firms. This practice was also confirmed and defended as being necessary to
avoid laoor shortages at hoiD. This involvement on the part of the govern-
ment is augmented wit,. several other programs designed to improve a Korean
contractor's export competitiveness, such as a 50% corporate tax exemption,
a total income exclusion for expatriate workers, and a five-year tar holiday
on exported construction materials. The government is also involved in the
recruitment and training of overseas construction labor, and has reportedly
converted several military bases into training centers. Korean Army regulars
are also offi 'ed early discharges if they sign up for overseas construction
projects (set Appendix F).

There is also evidence that the Korear, government supports bid collusion
among certain segments of its construction industry. Under what is reported
to be direct government supervision, approximately 30 Korean contractors have
formed the Korean Overseas Construction Corporation (KOCC). KOCC's formula for
success (present contract volume in excess of $1 billion) involves the collective
pursuit of work, including a central bidding office which farms out various por-
tions of a project to individual members of the association upon receiving an
award. KOCC in turn charges a fee of 12 of the net profits for its services.

The effect of these procedures has been the dramatic ascension of the
Korean construction industry from obscurity to global leadership in the short
span of six years. Competing against the Koreans on certain categories of work
has become futile; and on many recent projects, the competitive field has been
comprised entirely of Koreans (as was the case on the AID-financed Jordan Valley
Prejects). There are also reports from tie field that the Koreans are now raising
their prices after gaining large segments of the market, suggesting that earlier
projects may have been dumped, We are pr.esently gathering data on project awards
spanning the 1975-78 period tc determine f there exists hard evidence of dumping
trends or patterns.

Recoimmendatir;c - We submit that the subsidization of Code 941 source contractors
ty their governments is inconsistent with free and fair competition in the AID
construction program, and we recommend that AID terminate the procurement eligi-
bility of any nation found to be engaging in such practices.
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APPENDIX B

INVASION OF THE MIDDLE EAST
(From ENR, November 23, 1978)

A formidable new competitite force has
put a whole news look on international
construction in the past few years.

International construction has become
a signiicrant source of income, a balance.-
of-pal)mnts factor, for oil-buying coun-
tries around the woe Id. For some develop-
ing countries the use of construction to
recapture petr-dollars has become a
matter of national policy.

American, European and Canadian
companies, which once dominated third-
world construction, have had Japan to
compete with since its first forays into
foreign reparations projects following
WVorld W'ar I1.

Now, the U.S., Europe and Japan
have to compete with Mideast companies
working beyond their national borders,
with occasional Russian, Yugoslavian and
other eastern bloc venturers abroad, and
most recently with the entry of Brazilians
into big-league overseas contracting.

But the toughest new contenders in the
fight for construecion contracts ir, the
Mideast, where mos: of the new business
concentrates, are from Asian countries-
develcping Asian countries.

Their impact on international con-
struction is strikingly apparent but 4idfi-
cult to quantify, for it is constantly chang-

ing, and it varies, country to country. In
an effort to size up the situation as it
appears today, E\R xis,'ed the Asian
countries from which the large and grow-
ing (o;npetition comes

Japan
Popldoati,n' 113 ,,r:thon
Gros l),mes!e Pr.lu't c: S55j btl;lt,t
Per Cap!.a Incnme. S .960

It is useful to look first at Japan. Asia's
most highly industrialized nation, it has
been building abroad 25 years.

A decade ago, Japan's giant firms-its
Big Five-were variously involved
abroad and ready for a bigger push (ENR
12/11/69 p. 36).

Their work then concentrated in
Southeast Asia Taisei Construction Co.
alone among the Big Five had a Mideast
office-in Lebanon.

Today there are 60 members of the
Overseas Construction Association of
Japan, Inc. (ocAJI). A list published this
year ot their overseas contracts totals 46
major jobs-almost half of them in
Southeast Asia, with large concentrations
in Malaysia and Singapore. But there is a
shift-certainly in the dollar volume of
work-toward the Nlideast.

Takeo .\tsumi, president of oc.%JI (and
chairman of K;ajilna Corp.), says associa-
tion members' pre-1974 foreilgn volume
doubled in worth by 1975 with the oil
price rise. Growth has been constant ever
since. By 1976, the .allar volune of
Japanese contracts in the Mideast out-
stripped the volume in Southeast Asia.

According to Atsumi, by 1977 Japa-
nese contr;;ctors were doing about S3.9
billion overseas, 49% of it in the Mideast,
3C% in Southea-t Asia.
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In the Mideast, Iran accounted for 34
Japanese contracts valued at a total
S235.9 million; Iraq, 20 contracts total-
ing $202.3 million; Kuwait, six jobs
worth S56.5 million; Qatar, II worth
S26.3 million; the United Arab Emirates,
five worth S51.3 million; Egypt, nine
worth S127.8 million; and Saudi Ara'-a,
16 worth S189.6 million.

Limits on growth. The Japanese, with
their S1.9-billion total of work in the
Mideast were not highest :unong the
world's leading competitors there in
1977. In fact, they are running a poor
second to their neighbors across the Sea of
Japan, the Koreans. "The Mideast is a
difficult market for the Japanese," says
Atsumi.

'They suffer language problems over-
seas; relatively few of them use a second
language well. They also suffer the same
high labor costs that impact Americans
and Europeans, making it uneconomic to
take many workers abroad.

Unable to compete with the cheaper
labor contractors, they've seen their
steady early growth of Mideast business
slowed. They look to future high-techno-
logy projects as their best place to
compete. Atsurni cites as an example
Japan's great strength in seismic design-
and Iran's earthquake problems.

Taisei Corp., long a leader among
Japanese builders abroad, has 10To of its
current backlog in overseas work, almost
$500 million worth. But according to
Taisei president Hideo Sugpsawa, their
work has concentrated in such relatively
high-technology projects as a powerplant
in Iraq and a steel mill in Qatar for
Japan's Kobe Steel. (On the steel mill
Taisei subcontratted to Koreans.)

Construction, recently as much as 20%
of Japan's cxP, has suffered domestically
along with the rest of the economy. Big
construction companies, seeing their prof-
its squeezed by a low rate of capital
investment, look to the government to

tr .,;,t r the econom. with its 1978 b(,,st of
30%' in public works spending

'I hey alo keep loo. ing abroad -and at
"thle lernarkable progress" of the Kor-
eans For a while. lwhen Koer.ln labor
rates wvere 40%' of theirs, they looked for
Ko.eans as sultroll' rctors But noYv, says
Taisci's Sugasaw.:l. Korea's rates ate up
to 70i', of Japan's, and the Koreans arc
precluded by their government from
subcontracting where they can compete as
prime contractors instead.

Next April 21-22 (tentatively) OCAJI
will host in Tokyo a third annual meeting
with the Overseas Contractors Association
of Korea. OCaJI president Atsumi says the
two groups have been close and have
enjoyed "a great deal of cooperation."

But the pronouncement out of last
year's meeting that Japan's higi techno-
logy would be joined with Korea's skilled
manpower apparently hasn't amounted to
much. The Koreans will meet again with
the Japanese, but they also traveled
abro:,d last month to meet with Cana-
dians and Americans, whose management
skills as well as technology they appear to
prefer as more marketable.

For the purpose of this survey of inter-
national construction's Asian comnetition,
therefore, it is logical to look first at
Japan, as the oldest in the field, the mnost
highly industrialized. But Japan is not
the leader. Korea is.

Korea
Popudation: 35.9 mi!hron
Cnoss Drnmestic Product: S25.3 bdlumw
Per Capita Inconre: 5496

The Koreans pictured on Y;NK's cover
this week are learning to be welders.
They are paid by Hyundai Construction
Co., L.td, to learn welding and another
related trade by going to school six hours
a day for three months. It's only six hours
a day because the school runs two shifts.

After three months of schooling, these



290

workers learn on the job in Korea for
three more months. Then, they are ready
to be sent to the Mideast, where many
observers rate the quality of Korean
construction as the best.

Hyundai training schools presently
have over 1,500 students enrolled and
will turn out about 5,000 in a year. And
Ilyundai, Korea's largest constructor, is
but one of dozens of companies working
overseas required by government decree
to train at least some of the manpower
needed to staff their overeas work.

By the end of this year there will be
70,000 to 80,000 Korean workers
abroad--all hut about 5,000 of them in
the Mideast and almost all of them in
construction (Ste "The Koreans are
coming!" ENR 3/31/77 p. 16).

WVith skilled, hardworking manpower
its stack in trade, Korea's construction
industry captured S3.5 billion in overseas
contracts in 1977, set S4 billion as its
target for '78, and pas,ed the S6-billion
mark at midyrar. 1The 1979 goal is SIO
billion.

This means that in five fast and furious
years of competing abroad Korea is now
well ahead of Japan. And its S3.5 billion
in foreign contracts in 1977--virtually all
Mideast--compared impressively with
S6.1 billion worth won by U.S. contrac-
tors in the Mideast that year.

Korea may be the only nation in
history to have a construction industry
with 70% of its volume overseas-this
despite a domestic construction boom
that's keeping pace with an economy with
growth estimated at 14% this year.

Government support. A Ministry of
Construction watches over it all, policing
and promoting. Construction exports
have become an integral part of Korea's
economic development, its balance of
payments and therefore its foreign policy.
Mideast construction alone more than

coers the cost of oil imports. And,
increasingly, constructors are venturing
into lands where Korea lacks but wants
diplomatic relations.

Korea's exports next year will total
about S20 billion and hall of that will be
construction.

Apart from their work in South Viet-
nam in the '60s, it all started abroad for
Koreans in 1973 when Sam \Vhan Corp.
won a S24-million piece of road work
between Jeddah and Kharmis Nlushayt, a
job that wound up costing S30 million
and probably cost the Koreans money.

In those days, according to one Saudi
hand, "the Korearns bailed out the Corps
of Engineers" by bidding near if not
under its estimates, when Americans and
others were bidding well above.

Trying to get Americans into the
picture, tec Corps at the time encouraged
joint ventures, and Sam Whan found De
Matteis Construction Co., New York
City, for the S206-million National
Guard headquarters buildings at
Riyadlh.

Koreans have been taking hundred-
million-dollar jobs ever since-most of
them lately as prime contractors.

Sensing now that much of Saudi's civil
works program is done and seeing much
more architectural and sophisticated in-

,trial work ahead, Ko.,cans a now
actively seeking American joint ventures
in the 'lidcelst (while being wooed to
joint venture with Canadians anywhere
in the world).

Organized ellort. Korean Overseas
Contractors Association (KOCA) executive
vice president J. D. Chung lists 122
companies licensed by the government to
work overseas under an Overseas Con-
struction Promotion Law. Eighty-five are
construction contractors and 80 of those
actually have 'work abroad; six are
consulting engineers; eight are in electri-
cal-telecommunications areas.
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KOCA recommends cnr.. o'ars for over-
seas licenses and then the Ministry of
Construction has a hand in deciding who
qualifies for a specific project abroad. AU
who are licensed are capitalized to at least
S20 million. Koc. categorizes them as to
their financial capability, then, just as
contractors anywhere, tly must qualify
for and buy bid and performance bonds.

The big difference is that it's a govern-
ment bank whose guarantee is needed.
The government therefore can control
who bids any given job, can prevent more
than one Korean firm from competing for
a given job, and can prevent subcontracrt-
ing or joint venturing where it would
rather see a Korean as prime contractor.
Bank guarantees, once granted, are as
good as the credit of tile government.

With this kind of backing, Hyundai,
the giant conglomerate of which construc-
tton is the largest part, went from No.
278 to No. 98 last year with the biggest
growth of any on FORTUNE magazine's
ranking of non-U.S. corporations.

Miryung Construction Co. has boomed
from its beginnings as a bus company
with a small construction arm.

Samsung Co., another huge manufac-
turing conglomerate, is only now building
and flexing its construction muscle, having
acquired Shinwon Construction and De-
velopment Co. Ltd., last July

The biggest, in order, after Hyundai
include Dong Ah Constr-c:ion Co.,
DaeLim Industrial Co., Sam Whan, and
Chin Hung International.

Ganging up. And when no one of these
companies is big enough to take the risk,
Korean Overseas Construction Corp.
(Kocc) can move in. Thiz. is a private
corporation formed by 36 top Korean
contractors. When K;occ bids and wins a
contract (it has won over SI billion worth
since 1975), it assigns or subcontracts the
work to one of its member companies and
takes 1% of the proceeds from the job.
This money covers costs of bidding other
jobs and prospecting for work in more
risky areas, such as Iraq or Nigeria.

TIht only' apparent brake on
Korean construction juggern;aut Is its ulhi-
nmate limit on manpowcr--particiilarly
engineers and man;agers. Covstruction
labr is already appro.aching shern sup-
p!y, and the government restricts its use
abroad to Korean companies.

One industry source in Seoul told rsK,
that Korra can't posibly double its oecr-
seas work, as projected, without spread-
ing its manaIgers too thin. Thus the inter-
:s: in joint venturing with P'T-ricans or
others who will help them dL.,Plop
managers.

Over 30 colleges in Korea teach engi-
neering and they are now jammed with
students (42 students per professor,
compared to 10 to I in the 11.S.), all
looking to earn big money abroad. By one
estimate there are 40,000 graduate engi-
neers, but too many of them are too new
and inexperienced for overseas duty.

To help fill the need for managers and
highly trained executives, Chung-Ang
University in Seoul has already put 680
men from 60 companies through an over-
seas construction managers program--a
2C00-hour after-work course (cPNM, speci-
fications, legal, shipping, Arabic)-flunk-
ing out another 150. Top executives get a
30-hour course, concentrated into one
Friday-to-Monday weekend.

As KOCA's Chung says, summing it up:
"'\'e have entrepreneurial spirit, good
!)hor, high productivity and government
support."

Still in a state of war, South Koreans
are a serious people. They smile a lot, but
they mean business.

Taiwan
Ppallatum: 16.1 million
Cross Domjestic Product: 517.3 b.ll;n-n
'hr Ccap:ta Incrne: S80

Stephen D. Bechtel, Sr., in Seoul on his
company's business earlier this fall. told
ENR: "These people [the Koreans] and
the Taiwanese are the hardest working
people in the world." He was referring
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principally to domestic construction in the
two countries, but the description applies
as well to their work abroad.

Americans in the Mideast rate Taiwa-
nese close to the Koreans in productivity
ind quality of wsork; Koreans rate the
Taiwanese as major competitors.

The principal Taiwanese competitor
compan) is Ret-Set Engineering Agency
(RSf...). Ret-Ser means Retired Service-
mer.n a.ld RS£A, formed 22 years ago by
the government to procvide train:ia aad
jobs for veterans, still has over 7,000
armed forces veterans among its 12,400
employees. About 1,600 are engineers.

lair of KS£.'s wvork currently i, oner-
seas, and most of that is in Saudi .\rahiia
Starting there a ith fcecter ro:a(l6 and
mooing into highwa!, airports and
onshore and offshore na. al facilities, the
comp.any has contracted for S620 millinn
worth or projects omcr the past three
years, the latecst of them in the S2i0-
million rlangc.

The company has an office and two
highway projects in Jordan, and its presi-
dent, H. C. Yen, looks toward working in
more places, including the United Arab
Emirates.

Second in size among Taiwan's con-
structors abroad is BES Engineering
Corp., which won its first Saudi Arabian
job-Jeddah sewers-in late 1975. By
1976 it was bidding and winning joks in
the S40-million to S50-million range.

BE. has succeeded in contracting to
build industrial parks designed for Saudi
cities by Sinotech Engineering Consul-
tants, also of Taiwan.

Taiwan Power Co. has the Sl53-
million contract on a regional clectrifica-
tion project-a job on which the Saudis
rejected high European and Japanese
bids.

News Asia Construction & Devclop-
ment Corp., among the leaders in domes-
tic construction in Taiwan, has a Jeddah

office and a job to build an office building
there for the Saudi contractor Rujt:C.
Eadlier it set up a pre;trcsied concrete
plant in Jeddah for isrF..

Taiwan is a relatirely' high tcchno!ogy
Asian country with en;ineers and con-
structors experienced in industrial plants,
nuclear facilities and refineries, as well as
heavy, cisil works construction.

As a nation, however, Taiwan is
limited in the number of countries with
which i- has diplomatic relations.

Philippines
Pqt.ht:l; I,. .1?.8 m.8lhn

Gr,,, l),ze.tic I St,,tL.l:! S17.5 b:,tW,,
Per (.:rtia In Jnclo.: Sj32
Filipino contractors are running to

catch up wvith the Koreans But I)' their
own estimate they are at least two )ears
'ehind. They lack the organizational
unity and government support one sees in
Seoul.

There are a few large Filipino contrac-
tors and some smaller ones now in the
Mlideast. but they are still at the stage of
working as subcontractors. Construction
& Development Corp. of the Philippines
(CDCP) is Southeast Asia's biggest con-
tractor and is into Saudi Arabia on two
projects for more than S200 million. But
on one it is subcontractor to REDEC and

the other to Jin Ladin, both big Saudi
contractrs.

rThe Philippine government has taken
stepi to position its contractors more
eoinpctitikely. In moses apparently pat-
ternrd on Korean success, President
Ferdinand E. Mlarcos in June, 1977, set
forth rculations to stimulate an "aggres-
sive" overseas effort, to fix tax credits and
incentives, to contrul which contractors
wsork abroad, and to "avoid ruinous
competition between (Filipinol contrac-
tors engaged in overseas construction."
An Overseas Construction Board (oca)
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was established in the President's office.
But contractors say their government's

help stops short. A Philippine Foreign
Loan Guarantee Corp. backs commercial
bank guarantees up to 70% in a form of
reinsurance. "Why not 100%?" says a
Mlanila contractor. "That 30% could
break your back."

Twso years ago, 23 companies joined
into the Filipino Contractors Internation-
al Corp. (Fcic) in an effort to emulate
Korea's KOCC. FCIC is supposed to desig-
nate which among its members will
undertake a given job. It was to restrain
competition, but it doesn't, according to
sources in Mlanila.

Of 37 contractors certified by the Phil-
ippine Contractors Association to work
abroad and registered with OCB, II have
jobs overseas, mostly subcontracts.

Export strategy. A government that
long had an aggressive "people export"
policy tries now to push a "corporate
export strategy," looking to add overhead
and materials exports to the receipts of
foreign exchange from workers' remit-
tances. The goal for this year is over
one-half-billion dollars.

An Overseas Employment Develop-
ment Board (OEDB) formed in 1974
promotes the "people export" program-
people are the Philippines' fifth largest
export. There are 1.3 million Filipinos
working in 102 countries today from
stevedores and domestic workers to nurses
and doctors.

In the Mideast alone there are about
60,000. Over half of those are in Saudi
Arabia, where they are mostly doing
construction or stevedoring.

Against a vigorous past program of
encouraging the foreign hire of individual
womkers, it has been difficult for Filipino
contractors to hold onto their good work-
ers. They have been reluctant to mun
programs to train new workers, as one
contractor put it, "for Jones, Sundt,

Brown & Root, Bechtel or some
Korea n."

N zo, only contractors registered with
the Bureau of Employment Services may

dcplo) coln.truction workers overseas, anti
the Nlinistry of l.abor can keep passports
Irom poarkers not employed b) regisrtered
Filipino firms So, the happy huntisng
grounrls foreigners had for skilled,
[Inglih-speaking workers (and evien
Nlos'leIs from Nlindanao to wsork in
Mlrcca) is closin, down. Arr.erica;ns and
others needing workers in the Mideast
had better come to Manila noew looking
ior a partner, joint-venturer or subcon-
tractor. (So far, the recruiting restrictions
apply only to the Mideast.)

FCiC executive vice president Gregorio
R. Vigilar says, "We can't compete with
the Americans [for our own workersi
unless we ourselves go overseas." He
looks long range at all the operation and
maintenance work to be contracted in the
Mideast as construcion tapers off.

Vigilar says that on a scale of 10,
giving Korea.ls 10 and Taiwanese nine
points as the top two Asian contractors in
the Mideast, Filipinos rate seven points
and can improve to eight points because
of their knowledge of English.

Somewhere lower on his scale are the
contractors from India and Pakistan.

India
Polplation: 629 million
GCros Domentic Product: S87.8 billion
Petr C(apta Income: 514.3

flarcharan Singh Dugal, four-term
president of the Builders Association of
India (BIA) and second generation leader
of his private contracting company in
New I)clhi, speaks articulately of the
strengths and weaknesses of Indian
contractors in the Mideast:

"India enjoys good will in the Gulf,
partly for supporting displaced Palestin-
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ians .... The Gulf States were once
administered from Bombay. India has
traditional, historical and proximity ties.
. . . India can export 1.5 million traired
technicians without hurting its home
economy. Engineers come at one-quarter
to one-third the cost of U.S. or European
engineers.... India can supply hard-
ware, steel, plywood, tiles, plumbing."

On the minus side, Dugal says Indian
construction "still has no successful
oreign competitors, except for special
items. ... Emphasis is still on labor
intensive construction.... Time is
limited if we are to cash in on the Mideast
market."

Almost three years ago Dugal's Bl.
(India's version of the Associated General
Contractors) organized an Overseas Con-
struction Council (occ), headquartered in
Bom;bay. oc(: lists gencral contractors and
subcontractors approved ' r contracts
abroad. About 30 of them haec contracts,
according to Dugal. The total value of
work they do in the Mideast currently is
reported at 5125 million. Much of i: is in
Iraq. (Beyond the Mideast, Indians do an
intereising amount of %sork in loibya.)

State-run companles. Contractins -- as
other industries in India-has public
companies as well as private. The state-
run companies have a definite edge in
competition, for as a spokesman for one
organization told ENR: "We can bid 0.1%
for profit."

Large contracts won by public compa-
nies are sometimes divided and subcon-
tracted to private companies.

A given public company, such as Engi-
neering Projects (India) Ltd., may be a
combine of manufacturing and construc-
tion units.

Industrialized as it is, India has
constructors experienced in steel plants,
atomic facilities, refineries, chemical and
fertilizer plants and waterfront work.

Those companies, such as Products &
Equipment Corp. and National Projects
Construction Corp, lay heavy stress on
their ability to do turnkey work on indus-
trial plants. They stress their technology
and swant to supply their manufactured
products more than their manpower.

Still, other companies continue to seek
jobs that are labor intensive to which they
can bring relatively cheap labor.

A recent government enforcement of a
year-old decree increasing what Indian
workers must earn abroad is being
contested by Indian contractors as dimin-
ishing their main competitive edge. Doti-
bling pas: rates, the new wages would pu:
Indians' pa) above Koreans', according to
the contractors protesting the move.

Indian manpower goes abroad in huge
numbers whether ir not Indian construc-
tion contractors succeed. Remittances
from 3 million Indians abroad are a big
factor in improved balance of payments.

Contractor Dugal in New, Delhi sums
it up for India's contractors: "The oppor-
tunity is large; we have the skills; but the
competition is tough."

Pakistan
Populati,,n: 72.4 nillhn
Gros lDonmestic PrMuct: S 11.5 billion
Per Ct/pita Incimne: S149

For construction in Pakistan, overseas
means the hlidcast, but it is still mostly
individual workers, and not so much
construction contractors, that go abroad.

nle five-year-old pulltc 'cor.pany,
National Construction Co. (Pakistan)
.Ltd. (NC), bases its overseas operations in

Abu Dhabi, where it has done major
work. Its biggest claim to fame is its
S166.7-milliol joint venture contract
with George A. Fuller Co., New York
City, on the Peace Hawk project of the
Royal Saudi Air Force.
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Another public company, Mechanized
Construction of Pakistan, has had projects
including about SI 00 million in irrigation
projects in Iraq.

Two other Pakistani companies work-
ing abroad-Gammon Pakistan Ltd. and
Conforce Ltd.-round out the list. In
total, Pakistanis claim oser S500 million
in contracts.

So, Pakistan, with a large population
that includes skilled construction workers
as well as engineers, is trying with some
success to compete for construction busi-
ness. It is, more significantly, a big source
of West Asian workers for the Mideast,
Moslems eager to visit their holy cities in
Saudi Arabia, and to earn thai big over-
seas pay.

Thailand
Population: 43 million
Grnoss I)metic Proldct: S15.9 billio,n
Per Chpita Incomen : S318

This Asian country is supplying good
construction workers, but has not yet won
any construction contracts. However, it
shouldn't be long before it does.

The Clanes heading west out of Bang-
kok can be as full of uniformed construc-
tion workers as those from Manila,
Taipei or Seoul. The Thai government
estimates there are already 40,000 Thais
in the Mideast, and they are mostly in
construction. Industry sources say over
1,000 workers fly westward each month,
many who have been recruited by U.S.
companies.

Last month, following many months of
discussion, members of the Thai Cont;ac-
tors Association incorporated a S5-million
combine organized to undertake S50
million Nsorth of work and sent a delega-
tion to the Mideast to look for jobs to
bid.

Thailand has the same strength in
construction as the Philippines and
Korea, thanks to the presence of the
American military in years past.

To a significant extent, therefore, out
of Asia to compete in the Mideast come a
number of construction organizations, as
well as individual sworkers, that were
given their starts by Americans.

They're a new power to be reckoned
with in international construction. ,
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APPENDIX C

Less Developed, More Divided
The LDCs lower their expectationsfor a new economic order

United by poverty. Third World na.
tions have long called or a "new interna-
tional economic order'-a grand transfer
of wealth. resource and economic decision-
making power from the indutr'ial coun-
tries to the poorer lands. But lately. chang-
es among Third World menbes haveaw
divided the once harmonious group into a
company of often competing soloists. The
divisions were apparent in Manila at
the fifth meeftnt o the United Natonns
Coerence on Trade and Development
(UNC'TAD v). the forum whre the dewl-
opin countrifes present tier complaints to
the wealthier n4fions. After a month of
tometrime heated dialogue. the conference
ended lat week in division. indecision
and frustration. TIME Honge Kong
Corespondnt Ross H. Munro reports:

he past quarter-century of uneven
growth and the recent meteoric rise

in oil prices have made the Third World
a more disparate group of nations than
ever. For many of them, the catchall ap-
pellation of less-developed countries
(LDCs) has become outdated or at least in-
complete. New subclassifications have be-
come necessary: advanced-developing
countries and least-developed countries;
socialist LCs and neocapitalist LDCs;
non-oil LDCS and OPEC LDC.

Such rapidly industrializing. fairly af-
fluent and capitalistic countries as Sin-
gapore, Taiwan, South Korea and Ma-
laysia have totally different problems and
priorities from many dirt poor and au-
thoritarian African nations. Although the
LDCs presented a fagade of commonality
on the floor of the conference, their
changing interests were obvious. Cals for
a new economic order were often ignored
by the advanced-developing countries.

Also the growing rift between oil
haves and have-nots widened further at
the conference. Recent oil price i, creases
will swell the collective current-accounts
deficit of the non-OPEC LDCs this year by
SS billion, to a total $57 billion, and ad-
ditional raises will grossly enlarge the gap.
The Costa Rican delegation mustered
some support from other oil-deficient Lat-
in American countries for its proposal
that OPEC consult with the importing LDCs
before it raises prices again. But African
and Asian delegations squelched the res-
olution partly out of fear that the OPEC na-
tions might reduce their aid to any coun-
try daring to challenge them.

Since bu'CTAD last met in Kenya
three years ago, several Latin American
governments as wel as Sri Lanka, India
and others have moved toward more re-
liance on free market economics. A res-
olution calling for the industrialized na-
tions to cancel or suspend debts of the
LDCs was quietly suppressed by some
of the capitalistic advanced-developing
countries. Although the U.S. had already
written off $500 million in debts owed by
15 of the poorest nations, ADCs like South
Korea, Singapore and Brazil have feared
that any further write-off would make
them appear to be poor credit risks and
that international lenders might push up
interest rates or hold back on future loans.

There have also been second thoughts
about a world commodity fund to sta-
bilize prices by buying when prices fell
and selling when they rose. Delegates of
many commodity-producing LDCs argued
that such a resolution would help the de-
veloped countries more than the unde-
veloped because some 60%o of all com-
modities and raw materials originate in
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five developed countries: the U.S.,
Canada, the Soviet Union, Australia
and South Africa.

Many Third World nations discov-
ered common ground on the subject of
protectionism. One speaker after another
attacked the West's "new protectionism"
of quotas, marketing agreements and re-
strictions against the developing coun-
tries' textiles, television sets and other
products. An additional resolution called
for the Soviet bloc to lower its more rigid
protectionist barriers. Delegates from
many cf the LIcs said they were tiring of
the Eastern Europeans' illogical claims
that they cannot be accused of protection-
ism because their centrally directed so.
cialist governments simply ban unwanted
goods

The poorest nations, including Chad
and Afghanistan, called. for more help
from the richest countries. But delegates
for those industrial nations felt the ad-
vanced-developing countries must also be

willing to help. Their argument was that
as the ADCs prospered they should not
only lower their own tariffs against the
least-developing nations but should also
give up some of the special tariff pref-
erences they receive Lom industrial coun-
tries. Said one U.S. delegate about the con-
ference: "The advanced-developing na-
tions sooner or later must recognize that
less preferential treatment for them would
mean more benefits could be passed on
to the least-developed countries."

The overall mood of the conference
was disappointment. Fortunately, most
nations backed a resolution calling for
substantially increased aid to the 30 poor-
cst countries; two-thirds of them arc in Af-
rica and others include I laiti, Bangladesh,
Laos and Yemen. Sometimes described
as Fourth %Vorld or "basket cases," they
constitute still a further division among
the developing nation--and a growing
problem that the rest of the world will
have to address ·
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C I TI 3ANK
S EOUL, KOREA

ATTENTION: K. S. LEE

CITIBANK NEV YORK ADVISES THAT YOU MIGHT BE ABLE TO CONFIKH.
)REAN GOVERNMENT GUARANTEE OF JUNE 1978 LETTER OF, CREDIT
SYNDICATION FOR 1HYUNDAI, INC. (AMOUNT: 300 MILLION U.S. DOLLARS).

PLEASE ADVISE AS SOON AS POSSIBLE.

R EGARDS,
GEORGE E. STOCKTON, DIRECTOR OF INTERNATIONAL
$SOCIATED GENERAL CONTRACTORS OF AM4EHICA

WASHINGTON, DC
TWX 7109551134 AGC AGTN

JUNE 7, 1979

CITIBK 123293 .....

CONSTRUCTION

TO ASSOCIATEU G-4LJER.A CONTRACTORS OF AIE£RICA
F:1 CITIDANJ SEOUL
J UNOd/79

'ASlIINGTON DC

ATTN GEORGE . STOCITSC' DIRIECTOR O.: IrJTL CONSTRUCTION

CITICO:P INTEr:;JATIONAL GROUP(CITIiHNK AND APCO) ORGANIZED A;ND
iA-;.E .i USD3CO MILLION'J(. IN SAUDSI ,iYYAL-)- SYNUICATED BOND
GUARANTY FACILITILS FO3 i;YUNUC.AI CC0,;TiUCT13N CO LTD A.ROU:D
JUNE 1978 X KOREA LEXC1HASE B13AN: COUNTER GUARANTIED STOP
REGARDS

KS LEE
AGC AGNNT

AGC A5TN

C ITI BE. K23293.. .
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APPENDIX E

Korean-Amerlcan confrontltion-
Traveling Korean contractorsn, visiting at the Associated
General Contractors of America (AGc) in Washington, D.C.,
last week, expressed inteist in joint venturing with Americans
abroad. They don't see' themselvesoperating in the U.S. as
previously reported (ENRO 10/12 p. 3), but they wouldn't turn
down any good deal. A good deal in their view is a joint
venture that helps them qualify to bid a job or adds to their
management and technology capability in doing the work. AGC
memben expressed concern about loss of a Korean joint
venture partner precluded by his goverrnment from joining is
c.''npetition against a Korean company bidding alone.

APPENDIX F

(from the Wall Street Journal)
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depiI eg reserves, finance Ito own
s _rn~m Wnsal developmoent and pay Its
eom-eugl oell bis.

costuoa companies that landed
ft few Wddle East contracts tried to

cZ ca by rlying completely on local La.
ba. tMay quickly discovered, the com*
;9 "say. that the locals were hard to
rn and Otem didn't put In a full day'

't Css, , the * South Korean co4n.
;is dla bsida I. the Middle East Im-
;t an ae t watrke, from. Koea, o ve
: m t mn erctag.!bousing. com
p2-o-,m I and smplatsthem supplied

_ t wod e Uams l, stmrch, a
fiery pickled cabbage that se., staple of the
South iorean diet.

"Our workers are our best sUlng point,"
boats Park .%oon Young, director for over-
see cooperaton in the ministry of construc-
lon. "They're tough, they work .ard and

they never complain." Adds another con-
sructon mlnlsry offticil: "South Koreans
work " hard as the Americans used to.'

That tsn't surprising, because South Ko-
rean companues learned U.S. construction
techniques 20 years ago when, with U.S aiLd,
they were rebuilding their country after the
devastation of the Korean war.

Tho bot countries o the Middle East are
i equally enthusasti about South Korean la-
ibor. "They're the best workers we've ever
bad here," says Tousuf A. Shirawi, Bai-
rains minilstr of development and Industry.
"They know how to do a job and they're
doingd It."

In fact, South Korean dlUgence Is almoet
lefay throughout ththe Mideast An Ira-
rian officL once reported, In disbelief, that
South Koreans hired to unclog tDh busy port
at Khorranhah arrived at the job site at
U am. and were at work by midatternoo.

USharty before his death, King Faisal also
became a devotee of Korean labor. The king.
war returnn late at night to Jidda and saw
a crew from the Samwhan Constructon Co.
fnshing a roed-beautltfcatton project under
floodlight. He suggested that the next con-
tract, too, go to South Koreano and It did.

Key V. IOm, an officidl t the Korean
Foundation for Middle East Studies, atrb-

'ute' South Korea's success In the Arab
world to the "'cmplementarlty of r-
sources between our country and the Middle

East. To be tfrnk, all they have Is in Invest-
ment fund from their oU sales. We're re-
rsmrc poor, but we do have the sklled man-
power uand the technology they lack. It was
a bappP idadldeeev"

Deslpto er. Km's tam le
rmen penetration of the Middle East mar-
ket Is hardly an accident. It Is the result of a
wel-coordinted rntlonwtde drive, fully sup-
ported nd generously financed by the gov-
ernment of President Park Chung Hee, to
transform South Korea Into a major over-
ses builder.

Under government supervlsion. 28 South
Kaean companies have joined Korear
Overseas Construction Corp., which dis-
pens tips on new projects Ln the ild-
die East and advice about bidding tech-
niques.

All. compuanes that land overseas con-
tract become eUIblb tfor low-loterest loam.
a 0a corpotto tax exemption and a fve
year tax holday on exported constructior
materials. And U a construction company
rum into problemas broad, such &s diffl-
culty in. getting Its equpmen through the
Middle Ea perpetually congested ports,
tt can appeal to a special government task

bfre, headed Vy Presldent Park, that wll
interves at high diplomatic lveols to find a

The government also has turned severa4
mltary bases Into training center for cfon
structon workers. It has even done much
the recruiting, offerlng South Korean aol-
dler an earl.dlschargo if they sign up for
the Mlddle Eat.

At the management level, orientation
chorso a-re handled by the Korean Founda-
lion for Mlddle East Studies, a think tank
st up 11 months ago by President Park,
with 13 profestonal staff members of lu
own and 15 econombts dralted under gov-
ernment order from Seoul's leading banks.

The South Korean government has ample
motives for promoting the construction In-
drutry. The country desperately needs the
foreiln exchange to pay for Its development
plan and for Itr whopping oll bill, which
sored frnm ZrT million In 1973 to about $1.6
billIn th yea. Because most: of the con
struction oontracts re paid in U.S. dollarl
or other bard currency, even unproitable
contracts-there have been some-can add
substantially to the foreiFgn-echansgo re
sees

f- n n . s . -n
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Mr. CARLSON. Mr. Chairman, if we may sum up on the question of
reorganization, we are of the belief that the ulitmate purpose of any
reorganization of trade functions must be to first, elevate trade policy
to a more appropriate level in the decisionmaking process; and, second,
to initiate both general and specific trade pronotional programs de-
signed solely to improve out export performance; and, finally, to insure
cross-agency, cross-legislative coordination and point responsibility so
that one action is not negating or inhibiting another trade promotion
action.

These objectives clearly require the consolidation of trade respon-
sibilities under the auspices of a single lead agency and one cabinet
level spokesman. However, we have interpreted the current mood in
the administration and on the Hill to suggest that something less than a
new department is a more realistic aspiration at thbs point. While we
ultimately support the notion of one Government agency combining
both trade policy and its implementation, we will restrict our com-
ments today to the administration's reorganization proposal.

In our opinion, the administration scheme has serious shortcomings.
It does not go far enough in consolidating trade functions. We urge
this committee to critically assess the wisdom of the proposed separa-
tion of functional implementation and| .- licymaking, keeping in mind
that this very separation and fragment, t ion of policy and implementa-
tion is, in large part, responsible for our current trade dilemma.

The suggested concentration of licymaking power in the STR
and operational responsibilities in 'e. new Department of Traee and
Commerce could potentially result in undesirable tensions between
these two ag1 encies, with damaging effects on U.S. trading interests.

We question whether the administration's proposal will have any
significant beneficial effects on U.S. trade, and we can view it only as
a politically expedient first step toward the eventual goal of placing
policy and operations under the same roof, the way it is done in all
other major industrialized countries.

In this context, we want to emphasize once more that no consoli-
dation of trade functions will adequately serve the interests of trade
expansion unless accompanied by the statutory requirement of Trade
Impact Assessments as outlined earlier.

Finally, Mr. Chairman, it must be clearly understood that what the
U.S. construction industry wants the reorganization to generate is a
flexible trade policy approach designed to meet specific industry needs,
making it possible for us to expand our exports in the 1980's.

Thank you, very much.
Senator ROTa. Thank you, Mr. Carlson.
As you probably know, I agree with much of what you said. I

certainly feel that the administration proposal is not the answer-I
even question whether it is that first step. What I am hoping that you
may be able to do, and you have heard me ask this earlier, is consoli-
date much of these functi.,ns in the STR. The STR does have Cabinet
status. It doesn't mean you are creating a new agency.

You see that as a major step forward if we could consolidate much
of both policy and implementation within that industrumentality?

Mr. CARLaoN. I think it is absolutely vital. I think that is basically
what is wrong today. It is one part of the Government pulling the
other part the wrong way.

Senator ROTH. We talked a great deal about these advisory com-
mittees. You mentioned at the very end that we need a reorganization
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to generate a flexible trade policy designed to meet specific industry
needs.

Did the construction industry have any kind of advisory com-
mittee on the MTM?

Mr. CARLSON. No. We weren't invited to participate here.
Mr. STOCKTON. I might interject that we forced ou; way into that

process rather belatedly and made our comments known to the STR's
office on what we perceived to be the undesirable impacts of the MTN.
As a result of our discussions, our problems were carried forward to
Geneva prior to the conclusion of the negotiations and it was decided,
that construction services would not be covered in the code owing to
the fact that it would be very difficult for enforcement purposes to
separate the services aspects of the procurement from the procurement
of merchandise.

Senator orTH. We are hoping to build into the new organizaticn the
advisory committees or industry generally, labor, and small business.
It would seem to me essential that recognitik: be given the con-
struction industry as well.

Mr. CARLSON. Mr. Chairman, if I could expand on that, we had a
personal incident on a construction job for the U.S. Department of
Interior. The job was located in Las Vegas, Nev. and was bid by one of
our subsidiaries.

The winning bidder was a Japanese pump manufacturer. This is an
American construction job. WPe contested the award, however our
protest was rejected by the General Accounting Office and be that as
it may, the point there is that here is a pump manufacturer competing
without license or experience in the American construction market,
subsidizing and competing against the U.S. construction industry.

We are Dot asking fcr a quid pro quo. I don't think we want to go
over to Tokyo and wade through that horrible jungle over there where
they will slash you to bits, but we do think that the American pump
manufacturers ought to have access to the Japanese market.

With this quid pro quo, there are not too many quids coming back
to the pro quo, but basically our Government has separated the pro-
curement of these large items like the pumps from the general con-
struction work and the installation of the pumps.

By putting them into one package, they not only have frozen the
American pump manufacturer out, but in essence allowed the JaDa-
nese construction industry to come into this country.

We are subsidizing our own debt in that particular thing. So it is
these types of things that I speak to.

We cannot always do it the way they do it over there. Our biggest
competitor in Saudi Arabia is the Hyunadi Corp. They are a huge
conglomorate, they are founded by the government with govern-
ment loans. They have cement works, they produce steel and iron,
they produce trucks and yet they are in the construction business
also.

They have the banking and the financing, the guarantees come out
of the banking system and the ironic fact was in the performance
guarantee of some $300 million of U.S. bank guaranteed their per-
formance in Saudi Arabia with a bank guaranteed from their central
bank position.

To me it is an irony and a shame that the American banking
community cannot support us in a like manner on a competitive
basis. I think my point is that we love the way our society is structured
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but we have got to be in the position where we can compete. We just
cannot under the present circumstance.

Senator ROTH. I was in the Middle East last Easter, and I was
shocked to learn what a small percentage of the construction in Saudi
Arabia was with American contractors.

Has your organization or association gathered together in any
manner the various help and aid, I mean specifically? Other govern-
ments are giving their contractors this?

Mr. CARLSON. We are redoing this right now and trying to put in
logical sequence. We did a great deal of that when we were fighting
for section 911 and the Tax Reform Act last year.

Senator ROTH. Whenever you complete that, I would be interested
in securing that. Senator Stevenson and I have formed what we call a
Senate Export Caucus, and we really want specifics. For example,
recently I was told by an American businessman that even though they
had the contract they had to buy from the French certain products
because the French Government was guaranteeing the product for 5
years.

Mr. CARLSON. Those type of things.
Senator ROTH. I think we need to know what these practices and

experiences are. So that would be very helpful if you would supply
that to us.

Mr. CARLSON. We certainly will.
Senator ROTH. One of the reasons of course that I am so interested

in the reorganization is that I think we do need someone to actively
publicize the impact of various legislative proposals on trade. And
you have an interesting suggestion that we have some kind of an
impact statement.

I will have to say I am a little concerned. We are developing so
many impact statements, which are becoming so expensive and in
many cases are not listened to anyway, that I am not sure whether
that is the answer or not; but it is an interesting suggestion.

I do think-let me make this statement-the whole purpose of
this is that when some of these proposeJs that act as disincentives
come up inl say, the Finance C'ommittee, there is somebody to speak
out on the imoact on trade.

Every ambassador of every country that I visited as well as the busi-
ness groups indicated that probably they lose more trade through
Government disincentives than through any other one factor.

I think that is the kind of fact we have to bring out by one device
or another. I see we have another vcte.

I would like to conclude with the same thing I said earlier. I don't
think enough attention has been paid to trade m the Congress. When
we ,hink about trade, we really don't think about construction any
more than we do the service industry. So we would ask your associa-
tion to keep in communication as we try to arrive at a consensus to
make sure that we will promote American contracting services outside
of the United States. We find your statement very helpful and very
useful, and I apologize for making you wait.

Mr. CARLSON. mine. We will get those statistics to you.
Thank you, air.
Senator ROTH. Thank you very much.
The committee is in recess subject to the call of the Chair.
[Whereupon at 3:40 p.m., the subcommittee recessed, to reconvene

at the call of the Chair.



REORGANIZING THE GOVERNMENT'S INTERNATIONAL
TRADE AND INVESTMENT FUNCTIONS

TH USWDAY, OCTOBEB 18, 1979

U.S. SENATE,
COMMITTEE ON GOVERNMENTAL AFFAIR,

Washington, D.C.
The committee met, pursuant to notice, at 10 a.m., in room 3302

Dirksen Senate Office Building, Hon. Abraham Ribicoff (chairman),
presiding.

Present. Senators Ribicoff, Roth, Levin, Javits.
Chairman RIBICOFF. The committee will be in order.

OPENING STATEMENT OF SENATOR RIBICOFF

Chairman RIBICOFF. Today we conclude our current hearings on
trade reorganization. The Treasury Department now estimates that
the 1979 trade deficit will only be about $4 billion less than the record
$34 billion trade deficit recorded last year.

For the United States to do well at home and abroad in the 1980's,
the country must become more successful exporters. To achieve a
first-rate record in trade, the Government needs a first-rate reorgani-
zation.

The President submitted a trade rcrr,:r.zation plan last month
to meet this challengf.' I appreciate the willingness of the administra-
tion to include in the proposed plan some of the suggestions made by
Members of Congress, including Senator Roth and myself. The reor-
ganization plan now places the U.S. Trade Representative clearly in
charge of developing and coordinating the implementation of overall
trade policy. It g ve~ the U.S. Trade Representative specific authority
to determine wha.t 'e U.S. policies will be in a wide range of trade-
related issues. Opeiational responsibilities for nonagricultural trade
matters will be centralized in Commerce.

The reorganization, as submitted, represents a first step. The possi-
bility certainly remains that further reorganization will later prove
to be necessary. I am, in fact, sure that with this first step, there are
going to have to be further reorganizat'on proposals in the near future.
This plan represents the most we could have gotten from the admin-
istratlon at this stage. I am going to leave it lip to Senator Roth to
continue to persevere the goal until Congress and this or a future
administration completes the job.

Senator Roth?

OPENING STATEMENT OP SENATOR ROTH

: -ator ROTH. rhank you, Mr. Chairman. As you well know, I do
no- support this trade reorgaization plan, but I will not oppose it.

I The Preldent' message transmitting Plan No. 8 of 1979 and the text of the pin
begins at p. 48e

(805)
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In my judgment, it is anemic and inadequate, the best we can do
now, given the unwillingness of the administration to think in bold
and creative terms.

You Mr. Chairman, and I fought for a Department of Interna-
tional Trade and Investment to consolidate the key trade functions
into one cabinet entity. We will continue this effort.

Our department would have combined planning, policy formulation
and implementation; it would join export promotion with negotiations
and the monitoring of the results of those negotiations. It would have
given enforcement of trade laxvs to a cabinet (lepartment with stature
and an incentive in strong enforcement. It would have made one official
primarily responsible and accountable to ('ongress for tratle. It would
have given the United States the kind of effective trade policy appara-
tus which other industrialized countries have to defend their trade
interests and to promote their costs.

Most importantly, the new department would have helped provide
the leadership needed to make the United States a trade conscious
Nation without creating additional bureaucracy or regulations.

The Depalcment of International Trade and Investment would
be a tiger. Instead we got a turkey. I think we made some improvements
in the subsequent negotiations although wve are still far short of our
ultimate objectives. The policy role of the USTR has been clarified.
In strong hands and with effective Presidential backing, the USTR
has the potential to provide coherence and leadership in international
trade policy.

8TATEMENT OF SENATOR TED STEVENS

Senator STEVENS. The State of Alaska is vitally interested in the
President's trade reorganization plan. Alaska is richly endowed with
resources for which a substantial market exists throughout the worldl.

Alaska has been active in many export activities, particularly in the
export of liquified natural gas and forest and fisheries products. More
can be done. Vast natural resources from Alaska can and should be
exported. Alaska exports a substantial amount given Alaska's small
population and lack of any industrial base. Much greater exports can
be achieved. Vast resources, high unemployment, and a close proximity
to densely populated Asian markets make an expanded export effort
particularly important to Alaska.

Alaskans support reasonable steps to enhance this country's export
capabilities. Too long America has ignored export opportunities and
depended on its vast domestic market. Inflation, a serious balance-of-
payments deficit, and increasingly agressive trade competitors all
demonstrate that a greater export effort is required. The United States
is the only major industrial country without a single Government
overall responsibility to promote exports. The result has been a frag-
mentation of authority, which has too often led to inconsistent trade
policy.

Alaskans are closely reviewing the plan offered by the President as
well as those offered by Members of Congress and will support a plan
which will create a more aggressive, coordinated, and effective export
effort.

The key flaw remains the artificial division between policy and
operation. In my judgment, this will lead to duplication, fragmenta-



307

tion, and frustration. I think we can do better. I will be working hard
to insure this plan represents only a short interim step toward a true
consolidation in a Department of International Trade and Investment.

Thank you, Mr. Chairman.
Chairman RIBICOFF. Thank you, Senator Roth.
You may proceed, Mr. McIntyre.

TESTIMONY OF JAME T. MeoITYRE, JR, DIRECTOR, OFFICE OF
MANAGEMENT AND BUDGET, ACCOMPANIED BY HARRI80N
WE.LFORD, EXECUTIVE ASSOCIATE DIRECTOR FOR REORGA-
NIZATION AND MANAGEMENT; AND ERIC L. HIRSCHHORN, DEP-
UTY ASSOCIATE DIRECTOR FOR INTERNATIONAL AFFAIRS AND
TRADE ORGANIZATION

Mr. MCINTYRE. Thank you, Mr. Chairman.
Mr. Chairman, I have a prepared statement that is fairly lengthy

describing the plan. I would like to submit that for the record.
Chairman RIBICOFF. Without objection, the entire statement will

be incorporated into the record at the conclusion of your testimony.
Mr. MCINTYRE. I agree with your observation and Senator Roth's

that this is not a perfect plan, but I do think that it is a significant
first step. It is important to realize that international trade is a very
complex and controversial area; and based upon our consultations
with the Congress and with representatives from the various groups
around this country that have an interest in our international trade
position, we think this is the best plan that this Congress would accept.

And, Senator Roth, just in response to your observation, if I thought
we had 5 years to bring the Congress and the various interest groups
along to your position, then I would certainly be in a much more
receptive frame of mind about your proposal

Chairman RiBsICOFF. If you will yield at that point, I think you
misread the Congress. I am confident that the Roth-Ribicoff proposal
could have passed the Senate overwhelmingly, and I think once past
the Senate it would also have passed the House.

Mr. MCINTYRE. Mr. Chairman, I understand that there is a dif-
ference of opinion over how receptive the House, particularly, might
have been to a much broader proposal.

Senator ROTH. I would just like to add this comment: To go back
when we started the MTN trade negotiations, I think most of us
were fearful about the problems we would have in the Congress. We
thought it would be one of the most controversial issues that would
come up. But due to strong leadership on the part of the President and
Bob Strauss, and our chairman, as well as others, the implementing
legislation went through overwhelmingly. I couldn't agree more
strongly with Senator Ribicoff that the same kind of leadership, I
think, would have resulted in meaningful legislation.

Mr. McINTlz. We recognize that this is not the perfect solution
to our problems, but we do think it is a significant first step. That is
the spiiit in which this reorganization proposal is being presented. It
does have the enthusiastic endorsement of virtually an business and
trade groups which are concerned with international trade issues. I
will submit a list of those groups for the record.



308

TRADs REORGANIZATION ENDORSEbENTS

BUSINESS
Business Round Table.
U.S. Chamber of Commerce.
American Textile Manufacturers Institute.
Emergency Committee for American Trade.
American Paper Institute.
U.S. Apparel Council.
National Foreign Trade Council.
American Society of Association Executives.
Ad Hoc Subsidies Coalition.
National Machine Tool Builders' Association.
American Apparel Manufacturers Association.
American Yarn Spinners Association.
Man-made Fiber Producers Association.
National Knitted Outerwear Association.
Work Glove Manufacturers Association.
Textile Distributors Association.
National Association of Uniform Manufacturers.
National Knitwear Manufacturers.
National Association of Hosiery Manufacturers.

INDIVIDUAL FIRMS
Union Carbide.
General Electric.
Westinghouse.
Gold Kist.

UNION
AFL-CIO.
Amalgamated Clothing and Textile Workers Union.
International Ladies' Garment Workers Union.
United Hatters Union.

AORIC i:LTURE
National Grange.
National Council of Farmer Cooperatives.
Millers' National Federation.
American Farm Bureau Federation.
National Cotton Council of America.

OPPOSITION

American Foreign Service Association.
American Retail Federation.

Mr. McINTYRE. Mr. Chairman, just briefly, let me highlight some
of the recommendations contained in this plan. Recent events, in-
cluding our negative trade balance, our increased dependence on
foreign oil, and the resulting pressure on the dollar, have focused
much attention on the vitality of our international trade position and
on the way which our trade machinery is organized.

New challenges, such as MTN implementation and trade with
State economies, will further test our Government organization.

The primary goal of this reorganization is to improve the Govern-
ment's capacity to strengthen the export performance and import
competitiveness of U.S. industry. It provides an effective mechanism
for shaping the disparate, legitimate views of the numerous executive
branch agencies into an effective, comprehensive U.S. trade policy.

We have chosen to place policy coordination and negotiation-
those aspects of ',he trade function that most require comprehensive-
ness, clout, an Government-wide perspective-in the Executive
Office of the President, and we have decided to locate operational and
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implementation responsibilities, which are staff intensive, in line de-
partments that have the requisite resources as well as knowledge of
and ties to major industrial, agricultural, and service sectors of our
economy.

In doing so, we have chosen deliberately to build on the strengths
of existing institutions rather than create separate new trade bureauc-
racies.

The reorganization proposal was shaped by the following consid-
erations: First, our trade structure must take into account the inti-
mate relationship between our trade position and a multitude of
domestic policies that affect industry competitiveness.

Second, organizational arrangements must reflect that trade is a
legitimate concern of agencies that have primary responsibility for
other, sometimes competing, national policies and objectives.

Third, these legitimate multiple interests require a neutral broker,
located in the Executive Office of the President.

Finally, we believe that operational functions are best handled
outside the Executive Office by those departments that have neces-
sary technical resources and that deal on a day-to-day basis with the
relevant sectors of our economy.

The reorganization plan now before the Congress has two basic
facets. First, it enhances the Special Trade Representative, to be
renamed the U.S. Trade Representative, by centralizing in it U.S.
foreign trade policy development, coordination, and negotiation func-
tions. The mandate of the Trade Representative, and of the inter-
agency Trade Policy Committee that advises him, will be broadened
to include a wide range of new and existing trade policy coordination
functions.

Second, it makes the Department of Commerce the focus of opera-
tional responsibilities for nonagricultural trade, adding to its existing
export promotion duties those of commercial representation abroad
antidumping and countervailing duty cases, the nonagriculturai
aspects of MTN implementation, national security investigations, and
embargoes.

Complementary action by Commerce to strengthen its industry
and service sector analysis capability will further enhance that
agency's contribution to our trade expansion efforts.

I believe that the plan is an important first step and that its con-
tribution will be significant. It will provide us with unified policy
direction, improve the application of our trade laws, focus attention
on major problem areas, enable the United States to negotiate with
foreign governments from a position of strength, and provide a strong
institutional base for the new trade order created by the MTN
agreements.

Mr. Chairman, a major strength of this proposal is the close coopera-
tion between the Congress and the executive branch that has accom-
panied its development, and we look forward to continuing to work
closely with you, Senator Roth, and your colleagues as we move
forward with its implementation.

I will be glad to try to answer your questions.
Chairman RIBICOFF. Thank you very much. There are a series of

questions that both Senator Stevenson and Senator Cannon would like
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answered.' We will get those questions together, submit those to you,
Mr. McIntyre, and I would hope that you would answer them as soon
as possible so they could be part of the permanent record of this
hearing .

Mrr. 'CINTYRI. We will.
Senator RIBICOFF. The executive order further implementing por-

tions of the plan is an important part of this reorganization. Do you
have with you a draft of this executive order to be placed in the record
at this point?

Mr. MCINTYRE. Mr. Chairman, we have just concluded the last
issue involved in this executive order this morning. I would be pre-
pared to submit it to the committee no later than tomorrow.

Senator RIBICOFF. Will you make sure that gets done?
Mr. MCINTYRE. Yes.
[The document referred to follows:]

t See questions submitted for the record by certain Senators, p. 376.
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10/24/79 DRAFT
Zxecative Order

INTERNATIONAL TRADE FUNCTIONS

By the authority vested in me by the Trade Agreements ,ct
of 1979, the Trade Act of 1974, the Trade Expansion Act
of 1962, section 350 of the Tariff Act of 1930, Reorganiza-
tion Plan No. 3 of 1979, and section 301 of title 3 of the
United States Code and as President of the United States,
it is hereby ordered as follows:

Section 1-101. The United States Trade Representative.

(a) Except as may be otherwise expressly provided by
law, the United States Trade Representative (hereinafter
referred to as the "Trade Representative") shall be chief
representative of the United States for:

(i) all activities of, or under the auspices of,
the General Agraement on tariffs and Trade (GATT);

(ii) discussions, meetings, and negotiations in
the Organization for Economic Cooperation and Develop-
ment when trade or commodity issues are the primary
issues under consideration;

(iii) negotiations in the United Nations
Conference on Trade and Development and other multi-
lateral institutions when trade or commodity issues
are the primary issues under consideration;

(iv) other bilateral or multilateral negotia-
tions when trade, including Bast-West trade, or
coammodities is the primary issue under consideration;

(v) negotiations under sections 704 and 734 of
the Tariff Act of 1930s

Cyi) negotiations concerning direct investment
incentives and disincentives and bilateral investment
issues concerning barriers to investment.
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For purposes of this subaection, the term negotiationso
includes discussions and metings with foreign governments
and instrumentalities primarily concerning preparations
for formal negotiations and policies regarding impleeanta-
tion of agreements resulting from such negotiations.

(b) The Trade Representative shall invite such mem-
bers of the Trade Negotiating Committee and representatives
of other departments or agencies as may be appropriate to
participate in the negotiations and other activities listed
in subsection (a).

(c) The Trade Representative may delegate to any
member of the Trade Negotiating Committee, or any other
department or agency as may be appropriate, primary
responsibility for representing the United States in any
of the negotiations and other activities net forth in
subsection (a).

(d) The Trade Representative or any other department
of agency to whom responsibility for representing the
United States in a negotiation or other activity has been
delegated pursuant to subsection (c) hereof, shall consult
with the Trade Policy Committee on the policy issues arising
in connection with the negotiations and other activities
listed in subsection (a).

Section 1-102. The Trade Policy Cr:,mittee.

(a) As provided by section 242 of the Trade Expansion
Act of 1962 (19 U.S.C. 1872), the Trade Policy Committee
(hereinafter referred to as the "Committee") is continued.
The Committee shall have the functions specified by law or
by the President, including those specified in section
l(b)(3) of Reorganization Plan No. 3 of 1979.

(b) The Committee shall be composed of the following:

(i) The Trade Representative, who shall be chair

(ii) The Secretary of State

(iii) The Secretary of the Treasury

(iv) The Secretary of Defense
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(v) The Attorney General

(vi) The Secretary of the Interior

(vii) The Secretary of Agriculture

(viii) The Secretary of Commerce

(xi) The Secretary of Labor

(x) The Secretary of Energy

%xi) The Director of the Office of Management
and Budget

(xii) The Chairman of the Council of Bconomic
Advisers

(xiii) The Assistant to the President for National
Security Affairs

(xiv) The Director of the United States Inter-
national Development Cooperation Agency

Each member of the Committee may designate on officer of
his agency, whose status is not below that of an Assistant
Secretary, to serve in his stead when he is unable to
attend any meetings of the Committee. The Chair may invite
representatives from other agencies to attend the meetings
of the Committee.

(c) (1) There is established, as a subcommittee of
the Committee, a Trade Negotiating Committee which shall
advise the Trade Representative on the management of
negotiations referred to in section 1-101(a) of this
order. The Committee chair, the Secretary of State, th.e
Secretary of the Treasury, the Secretary. of Agriculture,
the Secretary of Labor, the Secretary of Commerce.

(2) The Trade Representative, with the advice
of the Committee, may create additional subcomnittees
thereof.

(d) In advising the President on international
trade and related matters, the Trade Representative
shall take into account and reflect the views of the
members of the Committee and of other interested
agencies.
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Section 1-103. Prior Executive Orders.

(a) Sections 2(b), 3(a), the first sentence of (c),
(e) and (f), and 6 of Executive Order 11846 of March 27,
1975, are revoked.

(b) Executive Order of in
revoked (temporary GATT order).

(c) Section l(b) of Executive Order 11269 of
February 14, 1966, is amended by adding "the United
States Trade Representative," after "the Secretary of
State,".

(d) (possible aamendment of Executive Order 11703
of February 7, 1973).
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Senator RiBIcorF. The committee hasn't received to date any
indication of the total number of additional positions that the Office
of the U.S. Trade Representative will receive. I want to make sure
that USTR is given the personnel needed to do the job.

The committee is going to want to know, I think the Congress is
going to want to know, the projected size of the office before it meets
to consider the plan. Could you provide specific figures to the com-
mittee within the next 2 weeks as to what your staffing plans are?

Mr. MCINTYRE. I am working with Ambassador .skew. We are
going over his personnel needs and his financial needs to carry out
the enhanced responsibilities of his office.

I believe we can provide the committee with at least a general ball-
park figure; and if we can get our figures specific, we will be prepared
to do that. In any event, I mitend to recommend to the President that
we send a budget amendment up which would contain the additional
recommendations for the STR just as soon as we can get those identi-
fied and agreed upon.

[Mr. IMcIntyre subsequently supplied the following information
for the record:]

We expect to transmit a supplemental fiscal year 1980 appropriation request
for the Office of the Special Trade Representative within a few days.

The request will seek a personnel level for the office of the USTR for fiscal year
1980 of 116, at an additional cost of $4.456 million in addition to the $4 million
already approved for fiscal year 1980.

Chairman RIBICOFF. Under your proposed reorganization, it is inevi-
table that there will be need from time to time to further define the
exact allocation of responsibility between the various agencies involved
in trade matters.

Would USTR's responsibility as the principal trade adviser to the
President and chief coordinator of trade matters include resolving
these problems with the advice of the Trade Policy Committee.

Mr. MCINTYRa. To the extent that those decisions can be resol, ed,
yes. Obviously there are some cases where there would be a disagree-
ment on those issues that would have to go to the President and the
President would resolve those type of conflicts.

Chairman RIBICOFF. You do anticipate that the ultimate decision
will be made by the President-

Mr. McINTyRa. Yes.
Mr. RIDICOFF. If there is a question.
Mr. McINTYRE. Yes.
Chairman RIBIcoFF. When the USTR issues policy guidance in

accordance with section 1(b)(3) of the plan, would all other agencies
and departments be under a clear obligation to comply with such
directives?

Mr. McINTrae. Yes; they will.
Chairman RIBICOFF. The proposed plan makes USTR vice chair-

man of OPIC and the head of IDCA the chairman of OPIC. I still
would prefer to see it the other way around.

In any event, is it your intent that any matter involving the budget
personnel, or policy of OPIC be discussed in advance by USTR and
IDCA and a joint position reached whenever possible between IDCA
and the USTR?
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Mr. McINTYRE. I hope that the Director of IDCA and the trade
representative will work closely together on issues involving trade,
and I believe that they will. There is one fundlarental policy question
with respect to OPIC that I think is beyond the scope of the reorga-
nization authority to resolve.

The 1978 amendments to the OPIC Organic Act direct OPIC to
evaluate proposals before it on the basis of their "economic and social
development impact and the benefits and the ways in which such a
project complements or is compatible with other development assist-
ance programs or projects to the United States or other donors."

To put that another way, the Congress, in the Organic Act, in my
judgment, determined that OPIC's primary responsibilities would be
developmental in nature. To the extent they have an impact on trade,
I think the trade representative has to be active and that his points
of view will get serious consideration.

Chairman RIBICOFF. The United States can't increase its exports
unless it has something to trade. Productivity. including technology
and industrial innovation, will directly affect thie ability of the United
States to export. What policy and organizational changes are the Com-
merce Department and the USTR going to make as soon as reoiga-
nization goes into effect to improve the Government study and
involvement in this complex area?

Mr. McINTYIZ. Mr. Chairman, we have a National Productivity
Council in the executive branch. The Department of Commerce
serves as a member of the Council, and it participates as a representa-
tive of the private sector as well as a major Government agency in the
deliberations of the Council.

The Commerce Department provides data collection and analysis
that is very important in looking at productivity trends, what is
happening m various industries throughout this country and would
continue to provide that data collection and analysis.

We have underway in the executive branch an industrial innovation
study in which the Commerce Department is one of the lead agencies.
The report should be out somel!me in the next few weeks. I would ex-
pect the President to sign off a, the recommendations in tnat report
sometime this month.

The Commerce Department is continuing to play a key role in the
governmental discussions on how to improve productivity and would
continue its data collection role. I would like to provide for the record
some of the Department's fAture plans concerning how productivity
improvements will fit within this organizational structure.

I have that information available but it is fairly lengthy and I would
like to present it for the record.

Chairman RIBICOFF. I think it should be made part of the record
because the key to our competitiveness in international trade would
depend certainly on catching up to Japan, West Germany, and other
countries that are running rings around the United States in pro-
ductivity, and consequently can outsell us around the world.

[The information referred to follows :]
Queslion. What does the Department of Commerce do now in the area of pro-

duotivity improvement?
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Answer. Productivity improvement in the private sector has always been a
major concern of the Department, as part of its primary mission. In addition, the
Department has recently been rssigned additional responsibilities by the Presi-
dent, in the areas of technological innovation and data collection and dissemina-
tion.

Many of the Department's major elements have significant productivity-
related activities, !ncluding:

The Office of the Chief Economist, including BEA and Census, provides data
and analys', of productivity trends, such as the analysis of the decline in pro-
ductivity prepared for the National Productivity Council, and a program of
econometric research on the productivity of it 'ividual industries.

The Assistant Secretary for Science and Technology, including NBS, Patent
and Trademarks and NTIS, develops and disseminates information on a wide
range of technolog x'.l activities which can significantly affect private sector
productivity. NBS ,:n; a series of programs developing research in the area of
computer-aided design and manufacturing. NTIS has established a Productivity
Clearinghouse (a function formerly with the National Center for Productivity
and Quality of Working Life) to collect and disseminate productivity information
and to be a contact point with private and non-profit productivity organizations.

The Maritime Administration operates a series of research programs to develop
more efficient cargo ships, operating methods, and port 'acilities.

EDA and the Minority Business Development Agency assist economically-
impacted areas, industries, and firms to improve productivity through financial
and technical assistance.

The Assistant Secretary for Policy reviews and monitors Federal regulations
for adverse impact on private sector productivity, and seeks to eliminate or reduce
that impact, and analyzes overall policy of the Department and the Government
concerning productivity ,i aprovement.

In addition, much of the ongoing activity of the Department is designed,
directly or indirectly, to improve the Productivity of the United States.

The Department is a major participant in the National Productivity Council,
and has developed a series of recommendations to the Council to close important
gaps concerning national productivity.

The Domestic Policy Review of Industrial Innovation, now under considera-
tion at the White House, may result in increased productivity-related responsi-
bilities for the Department.

Question. What productivity functions will the Department get from the trade
reorganization?

An.wer. The Department will get responsibilities rather than functions, as a
part of the reorganization. That is, the President has stated that "Fostering the
international competitiveness of American industry will become the principal
mission of the Department." A key element in competitiveness is improved
productivity.

As part of the reorganization, the Department will establish the Bureau of
Industrial Analysis. A part of its role will be provision of sector-specific and
cross-sector information and analysis dealing with productivity and factors af-
fecting productivity.

Other elements of the Department will have increased responsibilities, and
resources, for dealing with productivity improvement matters including the
Assistant Secretary for Science and Technology, and the Deputy rUnder Secretary
for Regional Affairs.

Question. What are the Department's future plans concerning its productivity-
improvement responsibilities?

Answer. It is anticipated that the Task Force studying this question will
identify two principal functions for the Department with respect to productivity:
(1) Expander! analysis of overall productivity issues and individual industry
productivity problems, and (2) an action program to improve departmental
assistance to industries (through technology enhancing measures) and to specific
firms (by providing technical assistance).

It is not possible to predict exactly where in the Department these functions
will ultimately reside, nor the size of the office or offices devoted to these exercises.
However, given the Department's wholesale restructuring to accommodate new
trade functions and the high level of interest in productivity, you may be assured
that the commitment will be meaningful.

50-490 0 - 79 - 21
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Senator Roth?
Senator ROTH. I will be very brief, Mr. Chairman.
I do want to clarify one of the earlier statements with respect to

unified business opposition. Actually there was much of the private
sector that was opposed to this reorganization plan. Many of them
encouraged me not to go along with the administration's proposal.
When the decision was made to go ahead, then I think most people
said, well, that's the best we are going to get. The record should reflect
that there was a division within the private sector.

Mr. Chairman, I don't intend to ask a series of questions. My views
are well known. I would ask just one. I had a meeting recently with a
high union official who expressed concern about the lack of an aggres-
sive export policy on the pert of this country. He pointed out that
one of his concerns was that our commercial attaches, which are now
in the Department of Commerce, too often were concerned in helping
foreign companies sell in the United States rather than the reverse,
helping American businessmen selling abroad.

I would hope that with this change that there would be some reori-
entation along those lines that the principal purpose of these commer-
cial attaches is to help the export of American-made products. I
wonder if you will look into that.

Mr. MCINTYRE. Yes, Senator Roth, we certainly will. I will make
two observations. One, the commercial attaches are being transferred
from the Department of State to the Commerce Department. This
would give us a direct link between the domestic regional offices that
the Commerce Department already has and the foreign markets. I
think that is an important change because we now will have that entire
system, from the domestic markets to the foreign markets, under the
supervision of one Cabinet Secretary.

The second observation I would make is that one of the missions of
the Department of Commerce is to enhance our exports. I think that
this mission, coupled with this new linkage of domestic offices to the
foreign market, will provide that type of incentive.

Senator ROTH. I would like to underscore what our chairman said
with respect to the staffing of the USTR. I think this is a matter of
great concern to all of us who are interested in trade, that they be
staffed adequately so that they can assume the leadership role as
intended.

In closing, Mr. Chairman, I would just like to emphasize once
again that for this reorganization to have any success whatsoever, it
seems to me that there has to be the closest of cooperation and coor-
dination between the Department of Commerce and USTR as well as
your own office, plus the President, and I would hope that you would
make a primary responsibility of yours as well as others to see that
this does become a close-knit team.

Thank you.
Chairman RIBICOFF. Senator Levin?
Senator LEvIN. Thank you, Mr. Chairman. The first question

relates to a subject Senator Roth has raised. Under the proposal
which consolidates a number of trade programs within the expanded
Department of Commerce, will comprehensive export assistance to
small businesses finally be brought under one roof?

Mr. MCINTmU. Yes.
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Senator LEVIN. Would you supply this committee a chart showing
all of the agencies that presently are involved in supplying assistance
to small business now and how this coordination would bring them
under one roof?

[The material referred to follows:]

BENEFITS TO SMALL BUSINESSLE OF THE TRADE REORGANIZATION PLAN

The Trade Reorganization Plan is designed to improve the capacity of the
Government to strengthen the export performance of U.S. business including
small business. It will do this in four ways:

1. Enforcement of the multilateral trade negotiation agreements.-Activities in this
area by the Department of Commerce will include monitoring the agreements and
targeting problems; operating a Trade Complaint Center where private business
can receive advice as to recourse and remedies available; providing American
business with basic information on foreign laws, regulations and procedures; edu-
cation and promotion programs regarding the provisions of the agreements; and
general analytical support.

This function did not exist before the signing of the MTN agreements and is
therefore newly established in the Department of Commerce. Its area of responsi-
bility includes provision of assistance to small businesses.

2. International trade detveloptnent and asitetance.-Under this function the
Department will provide direct assistance to businesses, including small businesses,
in their export, activities.

The Foreign Commercial Service, being transferred from the State Department,
the U.S. Commercial Service, and the Department's trade development organi-
zations will combine, for the first time, to provide complete coverage of export
matters overseas, in field locations throughout the U.S., and in Washington.

Included are trade missions, trade fairs, development of overseas market infor-
mation, counseling and technical information to U.S. firms through 43 district
offices seminars and conferences. Also a part of this function will be the World-
wide information and Trade System which, as a result of the reorganization, will
be able to assemble marketing and commercial information from throughout the
world and disseminate it rapidly to U.S. business, including small businesses,
throughout the country.

3. Prevention of unfair import competition.-The Department will act to pre-
vent unfair import competition to American business, including small business. As
a rart of this function, the Anti-Dumping and Countervailing Duty responsi-
bilities will be transferred to the Department of the Treasury.

4. More effective analyses and data.-As a part of the Trade Reorganization, but
not within the international trade organization unit, there will be established in
the Department of Commerce a new Bureau of Industrial Analysis. This Bureau
will support the export expansion activities by providing objective and profes-
sional sector-specific and cross-sector information and analysis. By developing
data on specific industries it will provide information on export development
targeting, short supply and import administration requirements. It will com-
plement the activities of the Bureau of Economic Analysis, which has provided
information and analyses on a macroeconomic basis, by providing the micro-
economic analyses and information vital to specific sectors and industries, includ-
ing in particular those industries which consist substantially of small businesses.

The attached chart shows the proposed organization for the international trade
function, marked to show the location of the first three functions discussed above.
(The Bureau of Industrial Analysis is now shown.)

- I-
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Mr. MclINTYRE. Yes; I will. Let me clarify that. Obviously the
Small Business Administration will still deal and make loans to small
business. But there will be, under the Department of Commerce, the
responsibility of providing the technical assistance, the information,
end the statistics that are necessary to assist small businesses that
want to get into the export markets.

Second, some of the financing mechanisms in the Federal Govern-
ment will not be under this Department. For example, the Export-
Import Rank will continue to be a separate entity.

Senator LEVIN. I am not sure that I see what difference it is going
to make in the life of a small businessperson. If you think it will make
a difference, will you supply us the chart showing us presently what
is offered, and what changes would be made as a result of this reor-
ganization?

Mr. McINrYlz. All right.
Senator LEvIN. Identify the functions in each of the agencies

presently operating, show us that those functions might change as
well as where they may be located.

The only other question I have this morning is this one: It seems
plausible that the Commerca Department's ability to enforce the
antidumping and countervailing duty laws effectively would be
jeopardized if the STR office established new precedents or interpreted
present regulations while cases were pending. Some have suggested
that statutory requ'rements be added to require the STR to support
the enforcement of legitimate claims of unfair trade practices.

Do you have any objections to that suggestion?
Mr. McIN rYRE. I am not an expert on the Trade Act. My under-

standing is that kind of an issue is dealt with in the Trade Act.
Senator LEVIN. If it is not dealt with, would you have any objec-

tions?
Mr. McINTYRE. I would have to talk to those people who are ex-

pert in that law. I will be glad to answer that question for the record.
Chairman RIBICOFF. If the Senator would yield, I noticed Mr.

Cassidy, the new general counsel of STR, who probably knows more
about this new Trade Act than anyone else.

Would you have any response to Senator Levin's inquiry, Mr.
Cassidy?

Mr. CASSIDY. Senator, under the new law, the ability of the Gov-
ernment to suspend an investigation by reason of a negotiated agree-
ment, which is the only administrative aspect of countervailing
and antidumping where the USTR office will have an operational
role is severely restricted. You can have all two kinds of an agreement.
These are all spelled out in the statute. One is an agreement completely
eliminating the injurious effect of the dumping or subsidies. It is a
very-

Senator LEvzN. I can't quite hear you.
Mr. CA88lDY. I was saying undier the new statute that the ability

to suspend an investigation by reason of a negotiated agreement with
the foreign government or a foreign company is the only area where
the new STR has an operational role under this action and is there
still subject to acceptance by the Secretary of Commerce. But even
as to what can be negotiated, it is severely restricted by the new
statute. An agreement has to meet one of two tests.
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One is that the agreement has to completely eliminate the injurious
effect of the dumping or subsidies, which is a very tough test. The
alternative is that you may accept an agreement if at least 85 percent
of the margin of dumping or the total sub3idy is eliminated which is
also an exceedingly tough test and the statute has no room. You have
very little room to move in this in any case.

I don't personally think, although we cm discuss this further, that
you need any other assurance like this. Both of these tests would be
subject to judicial review if the subject is to be raised.

Senator LsvIN. Thank you.
Chairman RIBICOFF. Mr. Wellford, Senator Javits has a question

and Mr. McIntyre got away. Maybe you could answer that question.
Senator JAvrIT. Either answer it or take it back and give us the

answer in writing.
Mr. WELLFORD. Thank you.
Senator JAvITr. May I explain that I am tied up in a markup on

SALT II upstairs. I am very interested in the export credit negotia-
tions and the authority for those, whether they should go from
Treasury to the trade representative, and my reason is that we have
just now lost two big export deals, one in Egypt for a telecommunica-
tions system and the other respecting certain helicopters here in the
United States. Because of the credit situation, we are being skinned
alive.

And so I would feel, absent a very good reason to the contrary,
that it ought to be transferred to the trade unit from the Treasury
Department, and I think in that way the United States would be
more flexible and more likely to have the operational capacity to
meet this competition.

But apparently that is not being done. I don't know if it is a final
decision or what, but I think we ought to know what is the rationale
for not making that transfer.

Mr. WELLFORD. Senator Javits, that was an issue that we con-
sidered very carefully and at length over the last few months. As you
know, we have given STR a role on the Eximbank Board. We have
mede it clear that export credit issues can be brought before the TPC
and be discussed there. Of course, the STR can advise the President
on the results of those discussions. We did not make a formal transfer,,,
of export credit negotiating responsibility from Treasury to STR. We'
did not think we had to go that far in view of the Secretary of the
Treasury's strong belief that the trade elements of those issues are
intermixed with other international economic monetary policy con-
ceras that Treasury is more experienced in handling.

We had a discussion among the various parties and that was the
way we came out. It was a close one. I think giving STR the role that
we have done certainly will guarantee that the trade aspects of export
credit decisions will be more carefully understood and more fully advo-
cated in the forums in which these decisions are made.

Senator JAViTS. Mr. Wellford, it sounds to me like simply an aocom-
modation within the bureaucracy -I don't say that invidiously-
rather than responsive to the actuality of export markets and export
opportunities. I am asking you substantively, why? STR is the one
that has flexibility to negotiate. Treasury has a thousand other things
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to do. This is far from its main role and yet it is costing us an enormous
amount of export business, in my opinion. The more ideal situation is
that we would have years ago harmonized our credit policies with
those of our allies. Really I should say they would have harmonized
with us, because they are really the guilty parties. So I really think
the matter needs to be rethought there and here.

Is there any other substantive reason, other than your judgment
that it is more to the convenience of the executive department? Is
there a substantive reason?

Mr. WELLFORD. What I am arguing is not simply bureaucratic con-
venience. I am saying that the expertise and the experience in these
matters is now in Treasury and it would require some disruption to
transfer that staff and rebuild that experience in another agency, par-
ticularly where the trade issues are not only the only issues involved
in these negotiations. We have tried to accommodate the concern
by giving STR a larger role in export credit policy forms.

If you have, if you would like for us to provide a more extensive
comment on the record, we would be glad to do that. If you will get
voein questions to us

%enator JAVITS. Would you do that, Mr. Wellford?
A, d one further thing, would you be able to tell us, perhaps now or

ion .riting, that you are going to try this out, let's give it a year. If it
do, an't work, you are prepared to take the other course. I don't know
t t Atyou can decide that here and now.

Mr. WELLFORD. I certainly will discuss that with the people
involved.

Senator JAVITS. I have no desire to cross you. It is no foray of mine.
Really, we are being taken to the cleaners on these credit terms. It
really shouldn't be, !but it is. I just want to put us in the best position
because we have got to have these exports.

Chairman RIBICOFF. Senator Javits, your question, indicating your
implied criticism, is actually well taken. Senator Roth and I, over a
period of loe.g negotiations, advocated the position you are taking. We
have felt, and we still feel, that this is only a first step, that within a
short period of time you are really going to have to consolidate ad
these programs in the Department of Trade and International Invest-
ments. There is no question about it.

We feel that the administration has only taken a timid step forward,
requiring many more steps. I would say we have just seen the begin-
ning of reorganization in the trade field and international investment
field. I would anticipate in the next few years, we are going to have to
go much further along the lines you suggest.

[The material received for the record follows:]
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This is to explain more fully why lead responsibility for
negotiating international export credit understandings should
not be transferred to the U.S. TrAde Representative (USTR).
While many trade negotiating functions have been transferred
to USTR, we have concluded that this function should remain
with Treasury.

At the same time, we want to assure you that in export credit
negotiations, the Treasury Department will make use, as
appropriate, of all the tools available to the Trade Representa-
tive in other negotiations. Further, Treasury will involve the
Trade Representative in such negotiations to assure that trade
policy implications are fully understood and considered. Also,
the Trade Representative will become (1) a member of the Export-
Import Bank Board of Directors, (2) the Vice Chair of the
Overseas Private Investment Corporation Board, and (3) a member
of the National Advisory Council on International Monetary and
Financial Policy.

Export credit understandings are designed to influence the
degree to which governments do or do not intervene in the
financing of trade. A thorough understandi g of world capital
markets, the role of financial intermediation, monetary
interrelationships, and imperfections in the international
financial system are of paramount importance in establishing
a reasonable and effective set of guidelines. Treasury has the
requisite expertise in both international trade and international
finance.

Our strategy in the export credit negotiations is two-pronged:
first, to establish international limits on financial subsidies
to exports; and second, to aggressively promote U.S. export
expansion within those limits. We have made progress in both
the multilateral and unilateral areas of our strategy, and we
are confident that further progress will be made in 1980.

Multilateral Efforts

International cooperation to impose discipline on official
export credit financing began in 1976 with seven countries.
By 1978, we had persuaded twenty-two major trading countries
to join the international understanding. The International
Arrangement on Export Credits (Annexed) provides for minimum
cash payment, minimum interest rates and maximum maturities
with a procedure spelled out to provide prior information on
terms offered by export credit agencies. It is a carefully
drafted instrument, drawn with the high degree of precision
required to make meaningful discipline work in this sphere.
It has been most useful in preventing an all out, and very
expensive, export credit war. But still it needs substantial
improvement.
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As you may know, changes in the Arrangement require unanimity.
Because of divergent views within the European Economic Community
and its inability to agree internally on meaningful concessions,
the U.S. Government decided in February 1979 to terminate the
negotiations and institute a policy of aggressive export credit
financing. As a result, we now see a greater international
willingness to negotiate a strengthened Arrangement.

An interest rate study has been launched in the framework of
the participants to the International Arrangement. Our prelimi-
nary discussions indicate a widespread recognition that the
interest rate provisions of the existing .'.rrangement are
inadequate and need modification. The study will be presented
to the participants in the Arrangement early next year. The
Treasury Department is clearly the agency best qualified to lead
the U.S. team in discussing and negotiating on this subject.

The Treasury Department has also been responsible for increasing
the awareness of their counterparts abroad, who also are
responsible for these negotiations, that there is a need to avoid
costly and self-defeating official export credit competition.
In this connection, agreement has been reached to seek a common
line which relates the interest rate on official export credit
financing to market interest rates for some products.

In the interest of economy and maximizing market forces, Treasury
is committed to reducing subsidies on exports internationally.
Hence, Treasury pushes as hard as is possible on other governments
to reduce their export subsidies. Progress has been made and
we expect further progress in the near future.

Unilateral Efforts

On the domestic front Treasury has been, and will continue to
be, very active in expanding exports. For example, it was
Treasury that encouraged Eximbank to take radical action in
matching export credit subsidies on a selective basis. Their
efforts bore fruit when a $100 million mixed credit to Tunisia
was approved by the Eximbank Board recently.

The Tunisian market has long been closed to U.S. business
because of French mixed credit practices. That is why we
chose this country to match French mixed credits.

Treasury has been, and will continue to be, acutely aware of
the need to improve our nation's export performance. We are
fully able to initiate the use of all measures at the disposal
of the Government -- such as countervailing duties, anti-dumping
proc ires, and Section 301 of the Trade Act -- should they become
neces ary to insure greater discipline in official trade finance.
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For example, Treasury was not hesitant to inform the U.K. that
it would use the full arsenal of trade measures available when
the British Government provided subsidized credit to Rolls-Royce
in competition with GE and Pratt & Whitney for a sale to Pan Am.
Feeling strongly that governments should not compete with the
private sector, we threatened countervailing duty action against
the British, even though industry refused to file a complaint.
As you know, it is most unusual for the U.S. Government to
initiate countervailing duty action without an industry complaint.

As you know, Section 1912 of the Export-Import Bank Act authorizes
the Secretary of the Treasury to investigate similar situations
in the future and, if the foreign government does not withdraw such
an offer, to authorize the Eximbank to provide competing
United States sellers with financing to match that available
through the foreign official export financing entity. Treasury's
involvement by act of Congress indicates the confidence that
Congress and the business community have in the Treasury to
provide sound guidance in these cases.

Thus, while we recognize that export credit negotiations have a
significant trade component, we believe that financial considera-
tions are more central. Accordingly, we have decided to retain
the lead in such negotiations in the Treasury Department with
the understanding that the U.S. Trade Representative also will
be involved to a significant degree.
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Annex Detailing U.S. Government Actions
to Improve the International Arrangement
on Export Credits and Provide Competitive

Official Export Credit Financing

Background

Consistent with the legislative mandate contained
in Section 2 of the Export-Import Bank Act in 1977,
the U.S. Government proposed new negotiations to create
a firmer set of international guidelines to minimize
the subsidy elements in officially supported export
credits. Certain ground rules had existed since 1976
when some of the major OECD trading nations agreed upon
an "Export Credit Consensus". However, the generality
of the Consensus and the absence of a uniform text made
further definition and improvement desirable to prevent
uneconomic allocation of resources, budgetary waste and
the political frictions which inevitably accompany
excessive international economic competition among
governments. After an intensive series of meetings,
agreement was reached on a new International Arrangement
on Export Credits. The Arrangement tame into effect on
April 1, 1978, with 22 participating countries.

The strength of the Arrangement lies in a detailed
statement of procedures designed to enable each export
credit agency to operate on the basis of greater
knowledge about the credit offers of its competitor
agencies in other countries. Although the system is
not flawless, the resulting "transparency" has been
an important factor in alleviating an escalation of
export credit terms. Any country now has a greater
opportunity to match, on a timely basis, excessively
concessional offers of another participant -- hence
deterring such offers.

In addition, the Arrangement codified the minimum
export credit terms which would normally be offered by
each export credit agency. These minimum terms and
other key features of the Arrangement are:

1. A cash payment of at least 15 percent of the
export contract value is required.

2. Repayment terms cannot exceed 8 1/2 years
for relatively rich countries and intermediate countries,
and 10 years for relatively poor countries. The repay-
ment of official export credits should normally be in
equal and regular installments, payable not less frequently
than every six months.
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3. In the case of direct or re-financed loans
by an export credit agency, the minimum interest rate,
exclusive of insurance premiums and bank fees, ranges
from 7.25 percent to 8.00 percent based on the number
of years in the repayment period and the classification
of the country receiving the credit (i.e. relatively
rich, intermediate, or relatively poor country). In
the case of 'pure cover' -- that is, official support
limited to an export credit guarantee or insurance --
no minimum interest rate is prescribed since the credit
itself is provided by the private banking system at
commercial rates.

4. Interest is normally payable not less frequently
than every six months during the repayment period,
whether official support takes the form of a direct
loan or 'pure cover'.

5. The financing by export credit agencies of
local costs connected with an export project (that
is, costs incurred in the borrower's country such as
labor or construction costs) cannot exceed the cash
payment on the associated exports.

6. Prior export credit commitments not in
conformity with the Arrangement must be reported under
a defined procedure. Similarly, the procedure for
reporting derogations (breaches of the Arrangement
guidelines) and matching offers by other export credit
agencies are set out in detail.

7. Excluded from coverage under the Arrangement
are export credits for military equipment, agricultural
commodities, aircraft, nuclear power plants and liquified
natural gas (LNG) ships. OECD "Standstill" agreements
impose some limits of a less precise and less strict
nature than those contained in the Arrangement, on the
export credit terms available for aircraft and nuclear
power plants. An OECD Understanding also limits export
credit terms for most ships. Because the United States
is not a party to that Understanding, we have agreed to
apply the Arrangement terms to ships other than LNG
tankers and to notify the participants if we offer terms
for LNG tankers which are more favorable than those
permitted by the Arrangement.

8. The Arrangement does not prohibit mixed credits, cost
inflation risk insurance or exchange risk insurance.
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Mixed credits are credits which combine "tied" aid
financing on highly concessional terms with export credit
financing. The Ar angement requires prior notification of
a mixed credit offer when the "grant element" of the com-
bined credit is less than 15 percent. When the grant
element is between 15 and 25 percent, prompt notification is
required after an offer is made. (The "grant element"
measures the concessionality of a credit, using a 10 percent
discount factor. Most official export credits contain some
grant element, but normally less than 15 percent.)

Export inflation insurance compensates the exporter
when the cost of producing the goods or services rises above
a specified level because of inflation. Exchange risk
insurance compensates the exporter when the exporter accepts
payment in a currency other than his own and the value of
that currency decreases below a specified level.

The United States presently does not offer export
inflation or exchange risk insurance.

9. The Arrangment will be reviewed by the Partici-
pants at least once a year. The first review was held in
October 1978 and the second review is tentatively scheduled
for May 1979.

iC. With.rs, il from the Arrangement requires not less
than 60 days notice; otherwise, there is no termination date.

Need for Improvement

In testifying before the Congress earlier in the year
on the extension 9f the Eximbank charter, Administration
witnesses emphasized that the International Arrangement on
Export Credits was a useful forward step. Nevertheless, it
had major weaknesses: (1) the element of subsidy in offi-
cial export credit financing was not significantly reduced;
(2) important sectors continued to be excluded from coverage;
and (3) certain commercially unsound practices were not
dealt with. It was anticipated that the shortcomings in
the Arrangement would be addressed in the fall 1978 review
of the operation of the Arrangement.

It was hoped that our major trading partners would see
the importance of reaching agreement on firmer ground rules
on the use and discipline of export finance. The Congress
expressed its interest in an improved Arrangement when it
passed the "Export-Import Bank Act Amendment of 1978".
Section 1908(a) requested the President "to begin negotia-
tions at the ministerial level with other major exporting
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countries to end predatory export financing programs and
other forms of exFort subsidies, including mixed credits
in third country markets as well as within the United
States." Further, it called on the President to report
to the Congress on progress toward meeting the goals of
this section. As a part of his September 1978 Statement
on U.S. Export Policy, the President directed Secretary
of the Treasury Blumenthal to undertake inmmediate consul-
tations with our trading partners to expand the scope and
tighten the terms of the existing International Arrange-
ment on Export Credits.

Secretary Blumenthal stressed the need for action in
a letter to the Min4 sters of Finance of the major trading
countries. He made specific proposals designed to achieve
greater discipline over the subsidy element in much
official export credit financing.

Secretary Blumenthal met with Finance Ministers during
the annual meeting of the International Monetary Fund/World
bank at the end of September 1978 to emphasize the impor-
tance of successful negotiations to improve the Arrangement.
Other U.S. Government officials pushed to accelerate-the
pace and bring participants to the negotiating table.
Representatives of the European Economic Community (EEC) and
its member states came to Washington to further explore
these issues.

In October 1978, Assistant Secretary of the Treasury
C. Fred Bergsten and John L. Moore, Jr., President and
Chairman of the Export-Import Bank, visited key European
countries to discuss the U.S. proposals with senior policy
officials in those countries. Teams of U.S. Government
officials went to Tokyo and to Ottawa in October to explain
to senior government officials the proposals set forth in
Secretary Blumenthal'sa letter to the Finance Ministerta. U.S.
Government officials went to Brussels twice in 1978 to dis-
cuss with the European Economic Community possible
improvements in the Arrangement involving some of the
excluded sectors.

The U.S. proposals were discussed at meetings of all
the participants in the Arrangement in October 1978 and in
January 1979. Although there was support for various
aspects of the U.S. proposal from many countries, others,
including the European Economic Community, had serious dif-
ficulty with them. The EEC stated that it had no "mandate'
from its Council of Ministers to negotiate any issues
except the excluded sectors.
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U.S. Proposals

The proposals submitted to the twenty-two participating

countries as a basis for negotiation, as subsequently modi-

fied and extended during the course of discussions, called
for improvements in four basic areas:

1) An increase in the minimum interest rates of the

Arrangement (which vary according to length of repayment
period and classification of country) ranging from 1/2 to
3/4 of one percent, and two related proposals to update the

country groupings and eliminate export credit subsidies on

sales to European Community markets;

2) An end to official support for "local costs";

3) Moderation in the use of mixed credits by limiting

such financing to the very poor countries and by increasing
the element of "transparency" through prior notification of
all mixed credit transactions; and

4) Coverage in the Arrangement of sectors presently
excluded, namely agriculture, aircraft, nuclear power plants

and ships.

Interest Rate Proposals

With a few exceptions, market interest rates in most

participating countries are above the levels that existed
in 1976 when the first Consensus on export credit was
adopted and the minimum interest rates were established.
Accordingly, the United States argued there was strong justi-

fication for higher minimum interest rates on direct loans by

official export credit agencies.

Some countries pointed out, however, that interest rates
were falling or were relatively constant in countries such as

Germany, Switzerland and Japan, even though interest rates
had risen in the United States and most other countries.
These countries felt, therefore, that an increase in the

interest rate minimums applied to direct loans was not justified.

Some countries also maintained that a higher schedule
of minimum interest rates on direct loans would adversely
affect their export competitiveness since the understanding
is that minimum interest rates in the Arrangement do not
apply to cases where the only official export credit support
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is "pure cover", that is, insurance or guarantees of private
loans against commercial or political credit risks. The
exclusion of 'pure cover" from the minimum interest rate
schedule permits countries with low rates of inflation, and
hence low commercial interest rates, to offer simple guaran-
tee or insurance programs where the credit itself is provided
by the private banking system and thus contains no element of
interest rate subsidy.

Countries with low commercial interest rates (Germany,
Switzerland, and Japan) can therefore offer lower interest
rates (so long as they limit their official support to 'pure
cover") than other countries which offer direct export
credits. This interest rate difference would be increased if
the minimum interest rates on direct loans were raised.

In response to these concerns, the United States
expressed the view that it was not normally the function of
official export credit agencies to offer below-market rate
loans in one currency to match the lower market rate loans
extended in the currencies of countries with lower inflation
rates (e.g., Germany, Switzerland or Japan). In addition,
where a guarantee or insurance is provided for a transaction
toget'ser with exchange risk insurance, the U.S. view was that
the financing package must conform to the terms of the
Arrangement.

To address these problems, the United States proposed
that the minimum interest rates provided in the Arrangement
should also apply to transactions receiving "pure cover' if
official exchange risk cover was also provided.

The Participants did instruct the OECD Secretariat,
under the leadership of an experienced export credit official
and with- such expert assistance as he selects, to undertake
a study of the appropriateness of the interest rate matrix
taking into account, inter alia, varying rates of inflation,
exchange rate movements and the disparity of interest rates
for different currencies. Format and procedure for this
study are to be completed in time for review at the annual
Arrangement review meeting in May 1979. The final report is
to be completed by the end of 1979, if possible, and no later
than May 1980.

Country Graduation

The progress in economic development and per capita
income in some of the countries originally classified as
"relatively poor" suggests that they should be reclassified
to the status of "intermediate" countries, and thus receive
slightly harder export credit terms. While there was

j j
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recognition of the point by some participants, many felt no
action should be taken at this time for the same reasons that
they opposed a more general move-towards higher interest
rates on direct loans.

Elimination of Interest Rate SuppJrt on Sales to European
Comaunity Countries

The United States proposed adoption by all participants
of the European Community's own practice of permitting only
'pure cover' (i.e. guarantees or insurance) on sales between
the EEC countries. This would mean that all export transac-
tions to the EEC countries -- t 'ether from the United States,
Japan, the Nordic countries, or other sources -- would be at
market interest rates. This proposal was acceptable to the
European Community itself, but attracted an adverse reaction
from some of the other participants who believe they would
lose a competitive edge in the EEC market.

Local-Cost Proposals

Local cost financing constitutes support for goods and
services obtained in the buyer's market and involves a domes-
tic rather than a foreign exchange cost, hence it is not an
export credit at all. The Arrangement presently permits local
cost financing for an amount not exceeding the cash payment,
that is 15 percent.

The United States contends that local costs should be
financed independently of exports and that local cost support
at favorable export credit terms generally amounts to a
"sweetener" designed to influence the buyer's decision on the
source of procurement. Nevertheless, some participants in the
Arrangement are reluctant to restrict the financing of local
costs. -They assert tnat-importing countries expect this form
of support and it is politically difficult to terminate local
cost financing.

Mixed Credit Proposals

Mixed credits are credits which couple tied aid financ-
ing on highly concessional termis with normal export credits.
The 'blended' terms can be well below the minimum terms set
forth in the Arrangement. France, which is a principal
provider of mixed credits, views this practice as an integral
aspect of its concessional assistance to developing countries
and states that its mixed credit transactions account for a
very small part of its exports.

50-490 0 - 79 - 22
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The United States and many other countries have responded
that, whatever the size of the program,-mixed credits consti-
tute an unfair practice and should be moderated, if not
eliminated. At a minimum, there should be prior disclosure of
the offer of such credits.

Sector Proposals

The sector discussions on ships and nuclear power plants
focussed on the maximum length of the repayment term and the
minimum interest rate. The U.S. position is that longer
repayment terms, in the range of 12 to 15 years, are required
by the economics of the projects involved in these sectors
but that such longer terms should be accompanied by a higher
interest rate (8.5 percent) to reflect normal commercial
practices. Some other participants preferred a maximum repay-
ment term of 10 years with no increase in interest rates.

In the case of commercial jet aircraft, the United States
suggested a maximum repayment period of 10 years for both
sales and leases, which would eliminate an important distinc-
tion between sales and leases. The United States also pro-
posed an 8.5 percent minimum interest rate in this sector.
While there were still some points at issue, such as the
minimum interest rate level, agreement appeared close in this
sector.

Discussions regarding the inclusion of agricultural com-
modities in the Arrangement were sparked by international
concern over the authority granted by the Agricultural Trade
Act of 1978 to the U.S. Commodity Credit Corporation to offer
financing with a repayment period of over three years but not
more than 10 years for certain agricultural commodities and
facilities. Almost all agricultural commodities are now sold
for cash or for short-term credit, reflecting the short
useful life of such commodities.

Considerable concern was expressed that coverage of
agriculture in the Arrangement, which deals with medium- and
long-term financing, might imply that past normal commodity
financing terms are being changed, thereby forcing all com-
modity exporting countries to provide longer term credits.
Thus, several countries called for periodic reporting of
transactions having a repayment term over six months or one
year, to permit monitoring of the extent of any changes in
commodity financing norms. Some countries also wanted prior
notification when the repayment term was longer than two
years. The U.S. position was that prior notification could
be considered only for certain types of transactions with
repayment terms over three years, since normal Commodity
Credit Corporation financing often provides for repayment
terms up to three years.
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Conclusions

The U.S. Government has made every possible effort to
obtain substantive improvements in the International Arrange-
ment on Export Credits. Time and again U.S. officials empha-
sized the international advantages of.such improvements. It
was clear that the proposals submitted by the United States
were negotiable and that meaningful compromises were possible.
It is the view of the United States that participants in the
Arrangement, other than the European Economic Community, would
probably have agreed to the main outlines of the U.S. proposals.
Despite extensive effort on the part of all governments and
frequent meetings, however, the wide differences between what
the U.S. Government could accept and what the European Economic
Community offered made further negotiations at this time a
fruitless endeavor.

Considering the importance of increased expo ts to the United States.
and the stalemate in the negotiations, it now appea-s that the only
feasible course of action at this time is a re-examilmation of the export
financing programs and policies of the United States to assure that we
remain competitive. The Export-Import Bank, operating within the
framework of the existing International Arrangement on Export Credits,
will therefore provide aggressive export financing suppyt: to
U.S. exporters.

(The following correspondence on the impact of export audit
negotiations occurred between the administration and members of
the committee.)
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November 6, 1979

The President
The White House
Washington, D.C.

Dear Mr. President:

We have noted that the draft Executive Order accom-
panying your trade reorganization plan leaves respbnsibi-
lity for negotiating international restraints on subsidiLed
export credits in the Treasury Department, while placing
responsibility for trade negotiations as well as U.S.
trade policy with the Trade Representative.

As export cred-it subsidies are a growing element in
international trade competition, we believe that the United
States Trade Representative must have a significant role
in the international negotiations assigned by the plan to
the Treasury. We believe this role should be gleater than
envisioned in the response to the questions that were raised
on thir, matter during the Committee's hearing on October 18.
which calls for "involvement" by the Trade Representative
in the negotiations. Our view of how this should be done
would be to give the USTR a policy role to begin with, while
leaving the negotiations for the time being in Treasury. But,
we believe as the USTR is ready for it, the negotiating
authority should be transferred to him as well. This is a
phasing concept but we believe it complies with the realities
both as to Treasury and the USTR.

With best wishes,

Abrau;am Ribicoff

Sincerel

i~YK Ja

I
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THE SECRETARY OF THE TREASURY
WACHINOTON 2aoao

November 8, 1979

Dear Abe:

The President has asked me to reply to your letter
concerning the conduct of the export credit negotiations.
As you know, the Administration view is that Treasury
should retain the lead role in this area. The Treasury has
both the financial know-how and the trade background for
this task. We have assembled a strong and experienced team
to handle these negotiations.

By continuing to maintain responsibility in this area,
the Treasury will not be undercutting the U.S. Trade Repre-
sentative's Office. On the contrary, USTR will not only
participate in the negotiations, but also, in its capacity
as chair of the Trade Policy Committee, will provide broad
policy guidance to the negotiators. Moreover, the USTR will
b a member of the National Advisory Council which provides

specific guidance on the financial policies and major loans
of the Eximbank.

We intend to take full advantage of the negotiating
"cards" acquired in other crade fora to accomplish our
objective of reducing trade subsidies where they exist in
the export finance area. In line with your suggestion, the
Administration will monitor carefully the progress of
export credit negotiations and the subsidy code implementa-
tion process over the next year. If it appears that clear
advantages would be gained by having the export credit
negotiations led by USTR, or by making other changes in our
negotiating procedures, we would certainly consider making
those changes.

I also want to share with you our goals in negotiating
substantial improvements in the ground rules for official
export credit. As you may be aware, the main area for
improvement in these ground rules is to establish minimum
interest rates which better reflect market conditions for
loans in the various currencies of the participants to the
international understandings. The present interest rate
minimums take into account (1) the term to maturity of loans
and (2) the level of development of the borrowing countries.
But they do not reflect the market interest rate situation
of the lending countries. As a result, some countries can
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subsidize exports while others cannot. This ir an inequitable
and unsatisfactory state of affairs. We now have widespread
international realization that something must be done.
Treasury has worked closely with other countries to review
the problem and to design alternative solutions. While we
cannot predict the outcome, we think the negotiations during
the next year will present a good opportunity to achieve
greater international discipline over subsidized interest
rates.

Second, we expect to nail down the terms and conditions
for two sectors generally outside the normal ground rules:
aircraft and nuclear power. For aircraft a zero interest,
ten percent down payment, ten-year loan or twelve-year lease
is now theoretically possible. We expect to establish a
minimum interest rate and an increase in the down payment.
For nuclear power, a fifteen-year loan, again with no
minimum interest rate, is permissible. We expect to reduce
this term and establish minimum interest rates.

Third, we are devising answers to the mixed credit
problem -- cases where aid is mixed with normal export
credits. If mixed credits cannot be restrained by inter-
national negotiation, the United States will aggressively
match these practices in appropriate markets.

Finally, in accordance with the Senate Appropriations
Committee report (96-358), Treasury is working closely with
OMB and Eximbank in searching for ways to assure an adequate
supply of funds are available for' Eximbank to support fully
the needs of U.S. exporters. In this, I assure you, we are
a determined supporter of our export community. It is
export expansion -- not import restriction -- which is in
the best interest of our producers and consumers alike. I
know you share this view, and I look forward to working
clo&ely with you and your colleagues in the Congress to
accomplish this mutual objective.

Sinceely,

G. lW am Miller

The Honorable
Abraham Ribicoff
United States Senate
Washington, D.C. 20510
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Senator JAvITS. Mr. Wellford, I don't want to detain you. You
know, OPIC is a particular baby of mine. I understand that in the
testimony Mr. McIhtyre gave, they made something of a point of
emphasis in OPIC on development rather than on trade. To me it is at
the most 50-50, at the best of preponderance, because our investments
abroad generate trade.

Could you include in the writing which you will give us the justifi-
cation for leaving OPIC in IDCA or not making the U.S. Trade
Representative Chairman of the OPIC Board? I think the issue is
between making him Chairman or Vice Chairman. Again, because I
thin we are going to change the law ir. OPIC, you understand the
history, we are under great pressure, partcularly from Senator
Church, I think that pressure is likely to be off. Give us your view.

Again, I would suggest in the interest of our Nation, let's give it a
fin atrial, and if the law is changed to accommodate it, greater trade
generation through OPIC, at least let's recognize in the administra-
tion-mind you, none of these things, I am saying, are oppositional or
critical, just a common problem.

In this field I most respectfully, like Senator Ribicoff, claim some
personal experience. I really feel that we are not going the right way,
but I am willing to go with you for a little while so long as we can see
that if it doesn t work, we will change it.

Mr. WELLFORD. I will be pleased to give you that statement.
[The following material was subsequently received for the record:]
The 1978 amendments to the OPIC organic act direct OPIC to evaluate pro-

posais before it on the basis of their "economic and social development impact
and benefits and the ways in which such a project complements, or is compatible
with other development assistance programs or projects of the United States or
other donors.

These amendments also direct OPIC to give preferential consideration to proj-
ects in countries that have per capita incomes of $520 or less.

Although there are both trade and development aspects to OPIC's activities,
the recent Congressional pronouncement on the matter strongly favors the latter.
Accordingly, the President decided to create very close links between OPIC and
the new IDCA:

The IDCA Director chairs the OPIC Board
The IDCA Director transmits OPIC's budget to OMB and will be looked

to for comment an to the relationship of that budget to the overall U.S.
development program and budget

The President will look to the IDCA Director for recommendations on
filling senior positions in OPIC (e.g., President, Executive Vice President,
and Directors)

Because OPIC also has a trade focus, we decided that it was appropriate, in
the context of trade reorganization, to make the Trade Representative Vice
Chair of the OPIC Board. The Trade Representative, as the President's principal
advisor on trade, will of course be free to ' Lmment on OPIC's budget or to advise
the President on appointments to senior OPIC positions.

Further both the Trade Representative and the IDCA Director have agreed
to try to locus OPIC more heavily on export expansion, and the Administration
will reconsider the mission of OPIC in preparing new authorizing legislation for
tramission to the Congress early in 1980.

Chairman RiuicorF. Thank you very much.
There are no further questions for you gentlemen. You are going

to remain behind, Mr. Wellford.
(The prepared statement of Mr. McIntyre, with attachments,

follows:]
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EXECUTIVE OFFICE OF THE PRESIDENT
r 1W_-} OzOICE Or MANAGMENT AND UDGET

W "INNtOU, D.C. MOl

FOR RELEASE ON DELIVERY
Expected at 10:00 a.m.
Thursday, October 18, 1979

STATEMENT OF
JAMES T. MCINTYRE, JR., DIRECTOR
OFFICE OF MANAGEMENT AND BUDGET

BEFORE THE
COMMITTEE ON GOVERNHENTAL AFFAIRS

UNITED STATES SENATE

Mr. Chairman and Members of the Committee:

I am pleased to appear before you today to discuss the

President's proposal for reorganization of our international

trade functions. I want to emphasize at the outset that

although the formal proposal has been transmitted to the

Congress by the President, its final form was arrived at

after extensive consultations with Members of the House and

the Senate. The constructive suggestions of such Members as

Chairman Ribicoff, Senator Roth, Senator Byrd, Senator Long,

Senator Javits, and Senator Cannon played a large part in

shaping the reorganization plan that you are considering

today.
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Recent events --including our negative trade balance,

increasing dependence on foreign oil, and the result!ng

pressure on the dollar -- have focused much attention on the

vitality of our international trade position and on the way

our trade machinery ia crganized. New challenges, such as

MTN implementation and trade with state economies, will

further test our Government organization.

The primary goal of this reorganization is to improve

the Government's capacity to strengthen the export per-

formance and import competitiveness of U.S. industry, taking

into account the interests of all elements of our economy.

Accordingly, this reorganization is designed to prepare the

Federal Government for aggressive enforcement of the MTN

codes, which potentially open new markets for U.S. labor,

farmers and business. It aims to improve our export promotion

activities so that U.S. exporters can better take advantage

of trade opportunities and challenges in foreign markets.

And it provides an effective mechanism for shaping the

disparate, legitimate views of numerous Executive branch

agencies into an effective, comprehensive U.S. trade policy.
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We in the Executive branch have done a great deal of work

on the question of what organization would best promote

this country's trade objectives. We have chosen to place

policy coordination and negotiation -- those aspects of the

trade function that most require comprehensiveness, clout

and Government-wide perspective -- in the Executive Office of

the President. We have decided to locate operational and

implementation responsibilities, which are staff-intensive,

in line departments that have requisite resources, as well as

knowledge of and ties to major industrial, agricultural,

and service sectors of our economy. In doing so, we have

chosen deliberately to build on the strengths of existing

institutions rather than create a separate new trade

bureaucracy.

The Administration reorganization proposal was shaped

by the following considerations:

First, our trade structure must take into account the

intimate relationship between our trade position and a

multitude of domestic policies that affect industry com-

petitiveness. Domestic economic policy, economic develop-

ment initiatives, energy policy, productivity and innovation
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problems, and regulatory programs all affect our trade posture

and must be analyzed from that perspective. The isolation of

trade policy and programs from these domestic considerations

has been a significant problem in the past. As a result of

internal reorganization, the Department of Commerce will have

an enhanced industry and service sector analysis capability

and will take the lead role in establishing a linkage to trade

policy and promotion.

Second, organizational arrangements must reflect that

trade is a legitimate concern of agencies that have primary

responsibility for other, sometimes competing, national

policies and objectives. Trade is a critical component of

our diplomatic relations with foreign countries, necessitatirq

the State Department's constant attention and involvement.

Trade and international monetary matters are intimately linked;

therefore, continued Treasury Department presence on the

trade scene will be required. USDA's involvement in trade de-

liberations flows from agriculture's major importance in U.S.

trade patterns, and the impact of trade on employment in the

U.S. requires careful Labor Department attention to trade

matters. The U.S. Government mechanism for trade policy

formulation must accommodate these valid interests. Our goal

is not to eliminate these differing perspectives, but to

provide a means of shaping them, in a timely and definitive

manner, into a coherent and balanced national trade policy.
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Relying on this experienced group will ensure that the

Government's institutional memory and expertise on MTN

issues will be utilized fully in implementing the programs

that convey the opportunities and challenges of MTN to

the U.S. business community.

Finally, to help ensure that export financing

policy is consistent with export promotion policy (and

trade policy generally), the Secretary of Cormerce

will be made a non-voting Director of the Export-Import Bank,

our principal export financing agency.

Each of these new responsibilities is an important one

and, with them, the Department of Commerce will play a

principal role in trade policy development. They would

nevertheless be incomplete without a simultaneous improvement

in our understanding of the problems and prospects of U.S.

industry, especially in relation to the growing strength of

our competition abroad. The Department of Commerce is

planning a number of internal organizational changes,

including an upgrading of its ability to analyze the

industrial and service sectors, that should enable it not

only to improve its analysis of problems in these sectors,

but also to lend important support to the performance of

its new trade responsibilities.

*_
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interests. This Office benefited also fo-am the recognition

abroad that STR spoke for the President. Its small, tight

organizational structure enabled it to operate efficiently

and effectively, tapping agency expertise when needed and

not duplicating resources existing elsewhere. These are

qualities we must preserve and build on to upgrade our

trade apparatus.

Commerce is a department that has significant experience

in trade matters, including policy development, regulation,

promotion, and implementation of trade agreements. Commerce

contributed importantly to the staff support for our MTN

effort. Approximately 40 Commerce personnel worked full time

on all aspects of the MTN and were crucial to the negotiations.

Commerce's work was highly praised by Ambassador Robert Strauss.

It is this staff that will form the core of the unit in Commerce

responsible for MTII implementation support.

Commerce already helps st& f Section 301 unfair trade

practice cases, another area where the department has a

proven record of effective cooperation with STR. It has both

import and export administration experience and is an agency

for which trade is a major concern. Commerce also offers the

advantage of an already-established network of broad

business contacts and domestic field offices. Most important,

Commerce activities in the areas of sectoral analysis, economic

development, productivity improvement, and industrial
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innovation give us the ability to link international trade

programs with other efforts that have a direct bearing on the

competitiveness of our domestic industries. In the final

analysis,we cannot have effective trade programs or improve

our trade posture in the long run if we do not have a solid

understanding of the strengths and weaknesses of our

domestic economic base.

OTHER REORGANIZATION PROPOSALS

In formulating our proposal, we gave close attention to

the various Congressional proposals. Indeed, our approach

includes many aspects of these proposals:

° it strengthens STR through additional resources and

responsibilities;

• it expands the policy mandate of STR and the STR-

chaired Trade Policy Committee;

° it centralizes negotiating authority in USTR and

establishes USTR as the primary representative of the

U.S. in international negotiations;

• it unifies and strengthens export development efforts

by linking coimercial officers overseas with Commerce's

export expansion programs and domestic field offices;

o it consolidates import administration in a department

that has trade as its primary concern; and

o it establishes an authoritative voice that can mold

the various perspectives of the Executive branch into

a coherent national trade policy.
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In addition, our approach avoids several major problems

of proposals to create a isparate trade department Or

agency. Creation of a separate trade department would

isolate trade from programs in Conmmerce that can have a major

positive bearing on American industry's trade competitiveness.

Placement of countervailing duty (CVD) and antidumping

functions in STR -- whether inside or outside the Executive

Office of the President -- creates several problems. The

management load involved with these programs Is immense and

will grow. Placing this responsibility with STR is likely to

divert its attention from the policy coordinator and neutral

broker roles that most outside constituencies have urged us

to protect. Adding to STR the sizable staff ne essary to

carry out this one responsibility will unbalance STR and risk

the effectiveness of the lean and efficient STR operation we

have today. In addition, combining lead negotiating ,osponsi-

bility with enforcement could create the appearance that CVD

and antidumping cases would be matters for negotiation rather

than enforcement. Finally, a trade agency outside the Executive

Office -- with or without CVD and antidumping responsibility --

probably would not have sufficient clout to act as an authorita-

tive policy coordinator vis-a-vis the involved departments and

agencies.
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OVERVIEW OF THE PRESIDENT'S REORGANIZATION PLAN

The reorganization plan now before the Congress has

two basic facets.

First, it enhances STR, to be renamed the United States

Trade Representative, by centralizing in it U.S. foreign

trade policy development, coordination, and negotiation

functions. The mandate of the Trade Representative and

the interagency Trade Policy Committee that advises him

will be broadened to include a wide range of new and

existing trade policy coordination functions.

Secondly, it makes the Department of Commnerce the focus

of operational responsibilities for non-agricultural trade,

adding to its existing export promotion duties those of

commercial representation abroad, antidumping and counter-

vailing duty cases, the non-agricultural aspects of MTN

implementation, national security investigations, and

embargoes. Complementary action by Commerce to strengthen

its industry and service sectoral analysis capabilities

will further enhance that agency's contribution to our

trade expansion efforts.

UNITED STATES TRADE REPRESENTATIVE: POLICY DEVELOPMENT AND
COORDINATION

The Trade Representative, with the advice of the Trade

Policy Committee, will be responsible for developing and
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coordinating United States international trade policy, including

cotmmodity matters and,insofar as they are related to inter-

national trade policy, direct investment matters. Under the

President's plan, the authority of the Trade Representative

and the Trade Policy Committee (TPC) will be substantially

broadened to include consideration of the following areas:

International agreements. The Trade Representative will

provide policy guidance on U.S. implementation of the MTN

agreements, as well as U.S. participation in the General

Agreement on Tariffs and Trade (GATT). He also will provide

policy guidance on U.S. positions on trade and commodity

matters coming before the United Nations Conference on Trade

and Development (UNCTAD) and the Organization for Economic

Cooperation and Development (OECD), and generally with regard

to asserting and protecting the rights of the United States

under bilateral and multilateral international trade and

commodity agreements.

Import remedies. The Trade Representative will exercise

policy oversight of the application of import remedies,

review long-term trends in import remedy cases, and recommend

appropriate legislative changes. Rather than centering on

case-by-case factfinding and determinations, the Trade

Representative's coordination of antidumping and countervail-

ing duty matters will be directed toward establishing new

precedents, negotiating assurances, and coordinating with

other trade concerns.

50-490 0 - 79 - 23
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East-9Wst trade policy. The Trade Representative will

coordinate overall East-West trade policy. The functions

of the East-West Foreign Trade Board will be transferred to

the Trade Policy Committee, and the Board will be abolished.

International direct investment policy. To the extent

that they relate to international trade, the Trade Represen-

tative will have the lead responsibility for international

direct investment policy issues. These will include matters

relating to direct investment by Americans abroad, operations

of multinational enterprises, multilateral agreements on

international direct investment, and direct foreign investment

in the United States.

International commodity policy. The Trade Representative

will coordinate U.S. Government commodity policies in the

international arena. These responsibilities now reside with

the Department of State, which shares them on agricultural

commodities with the Department of Agricultura.

Energy ttade. While the Departments of Energy and

State will continue to share responsibility for international

energy issues, trade-related energy matters will be coordinated
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by the Trade Representative. To facilitate this coordination,

the Department of Energy will become a member of the Trade

Policy Committee.

Export expansion policy. To ensure that our export

expansion efforts, including the reduction of disincentives

to export, are pursued vigorously and coordinated Govternment-

wide, the Trade Representative will have policy oversight

of U.S. export expansion activities. The Trade Representative

will become the Vice Chair and a voting member of the Board

of the Overseas Private Investment Corporation, and a

non-voting Director of the Board of the Export-Import Bank

of the United States.

TRADE NEGOTIATIONS

In addition to the areas of policy responsibility that

I have just outlined, the Trade Representative, acting with

the advice of the Trade Policy Committee, will have the lead

U.S. Government responsibility for trade negotiations. In

fact, his authority in this area will be substantially

broadened to include both bilateral and multilateral trade

(including East-West trade), commodity, and direct invest-

ment negotiations.

The Trade Representative will represent the United

States in the GATT, the principal international forum for
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implementing and interpreting the MTN agreements. To handle

GATT committee and working group meetings, which occur almost

continuously, the Trade Representative will maintain a small

permanent staff in Geneva.

In some instances, a small number of USTR staff may need

to go abroad from time to time tu assist in oversight of MTN

enforcement. Should such a need arise, appropriate positions

will be authorized. Any overseas activities of USTR personnel

will be fully coordinated with other elements of our diplomatic

missions.

in addition to his role in GATT affairs, the Trade

Representative will take the lead on trade and commodity

issues before OECD and UNCTAD when they are the primary

issues under negotiation. Because of their important

roles in these areas, the Trade Representative will work

closely with both the Department of State and the Inter-

national Development Cooperation Agency on any trade and

commodity matters that come before UNCTAD and the OECD.

Although the Trade Representative will be charged with

the overall management of trade negotiations, he will draw

heavily on other U.S. Government agencies with relevant

expertise and will delegate his responsibil.ty

to such agencies in many instances. Operational aspects

o' the negotiations will be coordinated through a Trade

Negotiating Committee, which the Trade Representative will
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chair and which will include representatives of the Departments

of Commerce, State, Treasury, Agriculture, and Labor.

The Trade Representative will be concerned not only with

ongoing trade negotiations and the coordination of trade

policies to deal with specific issues, but also with the

development of U.S. trade strateqias and policies for the

longer term. He will seek to crystallize policy issues and

will concentrate the attention of Government agencies on those

issues likely to have a major effect on the future U.S.

trade posture. He will provide policy guidance on the

implementation of the MTN agreements. The Trade Representa-

tive and the TPC will raise policy issues relating the

effects of economic, energy, foreign and other policies on

U.S. trade and will seek the most advantageous framework

for the expansion of U.S. exports and a strengthened

ability to compete against imports.

To assist him in performing this important function,

the Trade Representative will consult with and draw upon

the broad perspectives represented by the membership of

the Trade Policy Committee. The TPC, as I have mentioned,

will serve as the principal advisory body to the Trade

Representative. As in the past, the Trade Representative

will request and consider the advice of the TPC membership,



and will seek agraement on specific issues among smber

agencies. Undoubtedly, caplex policy issues will arise

on which it is impossible to reach a consensus. In such

instances the Trade Representative will be called upon to

exercise his best judgment in resolving the controversy,

subject of course to appeal to the President. This process

worked well in the MTN negotiations, for example, and we

expect it to continue to do so.

The USTR will have adequate resources to carry out his new

responsibilities. I expect that in the next few weeks, the Presi-

dent will ask the Congress for prompt consideration of a supple-

mental funding request for 1980 to enable the USTR to perform at

peak efficiency from the time the plan takes effect.

DEPARTMENT OF COMMERCE: OPERATIONAL FOCUS

The second major facet of the President's reorganization

plan will make the Department of Commerce the operational

focus for the administration of laws and programs affecting

non-agricultural imports and exports. The plan will

transfer to Commerce important new responsibilities for

administration of countervailing and antidumping duty

programs, foreign commercial representation, and MTN

implementation.

In so doing; the President's plan assigns these functions

to an agency with extensive experience in administering

existing trade operations. The Department's new functions
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will join its current responsibilities for export promotion,

export controls, Bast-West trade, trade adjustment es.:lztnce,

trade policy analysis, and monitoring foreign compliance with

trade agreeoents. With the addition oJ the new responsibili-

ties, the various trade and trade-related functic.,s of the

Department of Comerce will be substantially reorganized and

will be brought together under a new Under Secretary for

International Trade. Related departmental activities in

the areas of sectoral analysis, improvement of industrial

innovation and productivity, and encouragement of local and

regional economic development will be linked closely to an

aggressive trade program. Fostering the international com-

petitiveness of American industry will become a principal

mission of the Department of Commerce.

Import remedies. The plan transfers to the Department

of Commerce responsibility for administration of the

countervailing duty and antidumping statutes. A new

Assistant Secretary for Trade Administration will administer

these programs.

The administration of countervailing duty and anti-

dumping cases has been criticized for delays and for

lack of coordination with other trade policies. Assigning

these functions to Commerce, which has trade as its primary

mission, will afford them a high priority and enable them

to be performed efficiently and effectively. The
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Trade epreoentative will hbve the load role in nqotia-

tions in this area, but Coamarc will retain the legal

authority to accept assurances on the basis of which invest-

igations my be terminated.

Comnercial representation. A recent GAO report on

U.S.-Japan trade concluded that 'a lack of American export

consciousness' is one cause of the trade imbalance between

the two nations. A 1977 report of the House Government Opera-

tions Comaitcee criticized the friction between Commerce

ar.d State over coaercial representation responsibilities

abroad and concluded that until it was alleviated, 'export

promotion efforts will continue to be inefficient and in-

effective."

The President's plan addresses both of these prob-

leam by transferring to the Department of Commerce respon-

sibility for commercial representation abroad. Both

domestic and overseas export promotion activities will thus

be brought under the umbrella of a single organisation,

headed by a new Assistant Secretary for Trade Development

and charged with aggressively expanding U.s. exports.

Comunication betwoen commercial officers abroad, who

identify export opportunities, and the domestic field

offices, which Lring them to the attention of U.S. firms,

will be enhanced considerably. Placing the Foreign
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Conercial Service in the Department of Commerce will enable

comrcial officers to devote full attention to promoting

U.S. exports and providing direct assistance to U.S. firms

selling abroad.

Creation of a Foreign Commercial Service in the

Department of Commerce will initially involve the transfer

from State to Commerce of all full-time American trade

promotion and commercial positions overseas, as well as

the associated positions held by foreign national employees.

Approximately 162 Americans now occupy these positions and

are stationed in over 60 countries throughout the world.

Over time, the Department of Commerce undoubtedly will

review the deployment of commerical officers in light of

changing trade circumstances and propose extensions or

alterations of coverage of the Foreign Commercial Service.

MTN implementation. One of the moet important

functions of the Department of Commerce will be the

responsibility for implementation support of non-agricultural

aspects of the MTN agreements. The President, as he made

clear in his message transmitting this reorganization plan,

is dedicated to the aggressive implementation of the

Multilateral Trade Agreements and to ensuring that the

United States seizes its opportunities and enforces its

obligations. The Department of Commerce will assign a

high priority to this task and will make it a principal

l



assigrnent of a now Assistant Secretary for International

Iconomic Policy.

The Assistant secretary and his staff will pursue

these new obligations through the implementation of a

variety of programs. They will --

o monitor agreements and target problems for

consultation and negotiation;

o operate a Trade Information and Complaint Center

where the private sector can request trade informa-

tion and receive advice as to the recourse and

remedies available;

o aid in the settlement of disputes and staff

formal complaint cases;

o identify problem areas for consideration by

the Trade Representative and the TPC;

o conduct educational and promotional programs

on the provisions of the agreements and the

processes for dealing with problems that arise;

o provide American business with basic information

on foreign trade laws, regulations, and procedures;

o consult with private sector advisory committees;

arnd

o provide general analytical support.

The Commerce personnel who provided STR with detailed

analytical support through the MTN negotiations will form

the core of the unit that will handle these new responsibilities.
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Relying on this experienced group will ensure that the

Government's institutional memory and expertise on WIN

issues will be utilized fully in implementing the programs

that convey the opportunities and challenges of MTN to

the U.S. business community.

Finally, to help ensure that export financing

policy is consistent with export promotion policy (and

trade policy generally), the Secretary of Commerce

will be made a non-voting Director of the Export-Import Bank,

our principal export financing agency.

Each of these new responsibilities is an important one

and, with them, the Department of Commerce will play a

principal role in trade policy development. They would

nevertheless be incomplete without a simultaneous improvement

in our understanding of the problems and prospects of U.S.

industry, especially in relation to the growing strength of

our competition abroad. The Department of Commerce is

planning a number of internal organizational changes,

including an upgrading of its ability to analyze the

industrial and service sectors, that should enable it not

only to improve its analysis of problems in these sectors,

but also to lend important support to the performance of

its new trade responsibilities.

- -I
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CONCLUSION

The reorganization plan that the President has

proposed can only partly address our country's foreign

trade problems. Since our organizational structure is

not the primary cause of these problems, restructuring

our trade organization will not alone reduce our trade

deficit or improve the competitive position of AXerican

industry.

I believe, however, that ths plan is an important first

step, and that its contribution will be significant. It

will provide us with unifier policy direction; improve the

application of our trade laws; focus attention on major

problem areas; enable the United States to negotiate with

foreign governments from a position of strength; and provide

a strong institutional base for the new trade order created

by the "MTN agreements.

Mr. Chairman, a major strength of this proposal is the

close cooperation between the Congress and the Executive

branch that has accompanied its development. We look for-

ward to continuing to work closely with you and your

colleagues as we move toward its implementation.

*m _ ~~~~~~I
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET

WASHINGTON. D.C. 20S03

W T29 ;79

Honorable Abraham Ribicoff, U.S.S.
Chairman
Committee on Governmental Affairs
United States Senate
Washington, D. C. 20510

Dear Mr. Chairman:

As you know, Reorganization Plan No. 2 of 1979 made the
Director of the International Development Cooperation
Agency the Chair of the Board of Directors of the Overseas
Private Investment Corporation. Reorganization Plan No. 3
of 1979, now before the Congress, provides that the U.S.
Trade Representative shall be Vice Chair of the OPIC Board.

In the course of Congressional consideration of the foreign
assistance and trade reorganization proposals, concerns
have been expressed about the status and mission of OPIC.
I recognize the significant impact of U.S. foreign direct
investment on the generation of U.S. exports, and the rela-
tionship of the OPIC program to the Government's efforts
to increase the volume and value of U.S. exports.

The Administration will be transmitting new authorizing
legislation for OPIC early next year. I assure you that
in preparing that legislation, we will give careful con-
sideration to the relationship between the OPIC program
and the Government's efforts to increase the volume and
value of U.S. exports, as well as to the development con-
cerns expressed in the OPIC legislation enacted last year.

I appreciate your continuing cooperation in the trade and
other reorganization efforts.

Sincerely,

ames T. McIntyre, Jr.
Director

m SI I
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THE SPECIAL REPRIIENTATIVE FOR
TRADE NELOTIATIONS

WASHINGTON

October 29, 1979

Honorable Abraham Ribicoff
United States Senate
Washington, D.C. 20510

Dear Sena) *AjCf f:

As you are aware, the trade reorganization proposal
now before the Congress will make the U.S. Trade
Representative the Vice Chair of the Board of Direc-
tors of the Overseas Private Investment Corporation.

I recognize the significant impact of U.S. foreign
direct investment on the generation of U.S. exports,
and the relationship of the OPIC programs to the
Government's efforts to increase the volume and
value of U.S. exports. I will of course have in
mind the impact of OPIC's activities on U.S. ex-
ports when participating in OPIC affairs. I in-
tend to participate actively in the affairs of the
agency.

I expect to work closely with other senior officials
of the Administration next year when the status of
OPIC is reexamined in connection with the transmis-
sion of new authorizing legislation, particularly in
terms of the impact the legislative opticps would
have on this country's international trade position.

Sincere r,

Reubin O' Askew

cc: Honorable James T. McIntyre

I I
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UNITED STATES INTERNATIONAL DEVELOPMENT COOPERATION AGENCY
WAIHINGTON DC 20523

October 29, 1979

The Honorable Abraham A. Ribicoff
Chairman, Committee on Governmental Affairs
Room 3308, Dirksen Senate Office Building
United States Senate
Washington, D.C. 20510

Dear Mr. Chairman:

As Director of the International Development
Cooperation Agency, I serve ex officio as Chair of the
Board of Directors of the Overseas Private Investment
Corporation. As you know, the trade reorganization
proposal now before the Congress will make the U.S. Trade
Representative the Vice Chair of the OPIC Board.

I recognize the significant impact of U.S. foreign
direct investment on the generation of U.S. exports and
the relationship of the OPIC program to the Government's
efforts to increase the volume and value of U.S. exports.
I will of course have this in mind when considering projects
and policy issues that come before the OPIC Board. In
making recommendations to the President on matters concerning
OPIC, I will consider the impact OPIC has on international
trade as well as on U.S. development policy.

I want to assure you that I intend to work closely
with the Trade Representative to see that OPIC does all it
can consistent with the laws governing OPIC, to promote
expansion of exports from the United States. I shall
afford full consideration of his views on the trade aspects
of issues coming before the OPIC Board.

Cordially,

Thomas Ehrlich
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Chairman RmIcor. Mr. Regelbrugge, please. You may proceed,
sr.

TII=Ofl OF RBOOB X RELBBVzOE, PRSIDET ND AM I
Emclup OMIo, KOBRPF IDUSTNI, IC.

Mr. RUGoLBRUOOR. Thank you, Mr. Chairman.
My name is Roger Regelbrugge. I am president and chief executive

officer of Korf Industries, Inc., headquartered in Charlotte, N.C. Korf
is primarily engaged in steel products and steel-related technology
which we sell worldwide.

We have, Mr. Chairman, a statement that we have introdluced to
the committee, which I would respectfully request be submitted for
the record.

Chairman RIBICOFF. Without objection, your entire statement will
go into the record as if read, at the conclusion of your testimony.

Mr. REoDLBRUGGX. In your opening remarks, Mr. Chairman, you
referred to our trade balance and concern about our exports and the
need to stimulate our export business. Through this reorganization,
we hope that this can be accomplished. An important aspect of our
trade balance is of course, the import activity. I want to at the outset
very clearly make the point that we are strongly in favor of free trade
internationally.

We are free traders and are in both export and import businesses
ourselves.

What we are concerned about, however, is the way the proposal
for reorganization has been written, that certain problems with respect
to the enforcement of laws relating to dumping and countervailing
duties may arise and interpretations may at some later date be required
in matters which, in fact, through simple language changes could now
be remedied.

In submitting this proposed reorganization plan, the President
states that the Trade Representative will-

Exercise policy oversight of thou application of import remedies [and] to the
extent legally permisible, establhth new precedents, negotiate assurances, and
coordinate import remedies with other trade matters rather than case by case
faotfndin.

This commentary raises some issues about the role of the Trade
Representative and the role of the Commerce Department.

Senator Levin asked the question relating to the distribution of these
roles between the Trade Representative and Commerce as it relates
to the antidumping/countervailing duty proceedings.

We are in agreement with the language of the 1979 Trade Act and
that it should as such be applied. We are concerned, however, that the
reorganization plan as submitted, through the language that I have
just read, raises possible problems of interpretation.

We are concerned, first of all, that Commerce in the implementation
under the program of their duties with respect to illegal import activ-
itiee, will have to go back to the Trade Representative to get deter-
minations, to get precedents, or to get remedies.

I I
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Second, we are concerned that the Trade Representative will have
these particular matters relating to dumping complaints as part of a
total negotiation input, that he will be naturally inclined to combine
these matters in his negotiations.

We should point out that far from being a bargaining chip, this
particular prerogative that the Trade Representative would have
would become most likely a very substantial handicap. It can be as-
sumed that a great deal of our import competition, which is illegal, is
conducted by companies which are either government controlled or
government owned in foreign countries.

We can anticipate that the Trade Representative will, time and
again have dumping complaint issues pending in the United States
raised as initial conditions in his negotiations by those foreign govern-
ments before any actual negotiation on the real trade matters will take
place.

We believe that we should not put the Trade Representative in that
position.

Finally, and this is the most important observation, I believe. If we
did develop the plan as written and the Trade Representative did find
himself in the situation that we have described-that is, compromis-
ing claims in the course of broader trade negotiations-industry will,
at the proper or improper time, ask for remedies that are much less
free trade, much more protectionist and will, in fact, argue in favor of
quotas or increase of import barriers. This is precisely the outcome, in
our opinion, of the Trade Representative Offce functioning with at
least the implied rights set forth in the reorganization plan which is in
front of you.

We believe and understand that the Government's initiative and
intent is not significantly different from that which we seek. Therefore,
we seek a couple of relatively small language changes which we have
in our written text.

I will not go into the detail here. We believe that these language
changes will, first of all, give the Commerce Department the full right
and the duty to implement that part of our trade activities which
relates to our antidumping legislation and countervailing duty statutes.

Second, it will put our Trade Representative in a situation where
he can be uninhibited with law enforcement in these matters and
negotiate all other matters. That is precisely what we seek, and in the
implementation of this program, we would like Commerce to have the
right to indicate to the customs office, which is one of the implementa-
tion vehicles presently being used by the Treasury Department in
antidumping cases, to require customs to continue to assist and sup-
port the implementation of these programs.

Thank you, Mr. Chairman.
[The prepared statement of Mr. Regelbrugge follows :]

'0-490 0 - 79 - 24

I I
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STATEMENT EFPORE THE REARING ON TRADE REORGANIZATION
HELD BY THE COMEITTEE ON GOVERNMENTAL AFFAIRS,

UNITED STATES SENATE

My name is Roger R. Regelbrugge. I am President

and Chief Executive Officer of Korf Industries, Inc., One

NCNB Plaza, Charlotte, North Carolina. Korf Industries is

a diversified producer of steel products and steel related

technology with principal manufacturing plants in Georgetown,

South Carolina and Beaumont, Texas. Our aggregate steel

production capacity is approximately 1.3 million tons per

year and our primary product line is steel wire rod used

in the production of mout basic forms of finished wire

products. We employ approximately 3,500 persons.

The Trade Reorganization Plan submitted by the

President on September 24 and the transmittal statement

which accompanied the plan raise questions about the ad-

ministration of antidumping and countervailing duty laws

which we hope will be clarified before the reorganization

becomes effective. First, we seek clarification of the role

of the United States Trade Representative in relation to

claims brought under those statutes. Second, we seek some

assurance that the transfer of antidumping responsibility

from the Treasury Department to the Conmerce Department will

include sufficient authority to permit Commerce to utilize

and maintain certain functions currently performed by the

United States Customs Service.
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In transmitting his proposed Reorganization Plan,

the President states that the Trade Representative will

'exercise policy oversight of the application of import

remedies' and will, 'to the extent legally permissible,"

establish 'new precedents,' negotiate 'assurances' and

coordinate lmport remedies 'with other trade matters rather

than case-by-case fact finding and determinations." This

comentary and a certain degree of ambiguity in the language

of the Reorganization Plan raise issues about the role of

the Trade Representative which must be more precisely

addressed and resolved before enactment of the proposed

reorganization.

Specifically, we seek assurance that the United

States Trade Representative would not be permitted to

influence the outcome of an antidumping or countervailing

duty proceedings except to the extent the 1979 Trade Act

permits suspension of investigation pursuant to agreement.

It would be inappropriate in our judgment for the Commerce

Department - the administering authority - to be limited in

its ability to fully and effectively implement the 1979 Act

by subjecting its interpretations and decisions under the

countervailing duty and antidumping laws to override by the

Trade Representative. Congress has determined that it is

the policy of the United States to effectively enforce
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import remedies under these laws and this policy should not

be undermined by the creation of a two-head'ed administering

authority with one head more important than the other.

If the Trade Representative is literally responsible

for establishment of new precedents" and interpretations'

of the countervailing duty and antidumping laws, the Com-

merce Department, while nominally the administering authority,

will be limited to application of those precedents on a

case-by-case basis. We believe this will have some unfor-

tunate consequences.

First, Commerce - the agency having actual experi-

ence with petitions and the practical problems raised by

foreign unfair import practices - will be denied the ability

to respond creatively to the Congressional mandate to effec-

tively enforce the antidumping and countervailing duty laws.

Since no two cases are ever identical, Commerce may well

find itself incapable of making final determinations without

reviewing the legal interpretation with the Trade Represen-

tative or seeking a precedent determination. Thus Commerce

will be an administering authority in name only.

Second, the Trade Representative in making inter-

pretations and setting precedents will be doing so in the
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broader context of its negotiating function. Its inter-

pretations and precedents could reflect negotiating biases

and objectives. The ability of the Trade Representative to

bargain away legitimate private claims contradicts the

intent of Congress in ths 1979 Trade Act to ensure an even-

handed, non-discretionary enforcement of the antidumping and

countervailing duty laws. The administration, enforcement

and application of remedies under the antidumping act and

countervailing dut.es laws should properly remain with the

administering authority, and should be independent of the

influence of foreign governments seeking to limit or termi-

nate privately initiated claims for import remedies through

government to government initiative or by linking such

claims to unrelated trade issues being negotiated by the

Trade Representative.

Third, far from being a 'bargaining chip," the

apparent ability of the Trade Representative to establish

precedents or influence the disposition of pending claims

will very likely result in the unwelcome introduction of

complex, unrelated, and often emotional issues to the

bargaining table. Trade representatives of governments with

industries having unfair trade claims pending against them

in the United States will ask for relief from these claims

aa a matter of course. They may ask for termination of such

I
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claims as a condition to any negotiation. Issues of law

enforcement subject to resolution by administrative pro-

ceedings do not belong at a bargaining table. It is certain-

ly unrealistic to believe that substantive trade concessions

would be granted in return for terminating or otherwise

negatively influencing such claims. On the other hand, we

believe that the clear expression of statutory intent to

utilize the Office of the United States Trade Representative

to support the enforcement of legitimate claims of unfair

trade practices and to resolve some of the problems from

which such claims arise will enhance both its bargaining

position and its ability to negotiate agreements in the

national interest. If it is made clear that the United

States Trade Representative is empowered to act only in

support, and cannot make a negative disposition, of pending

claims, foreign trade representatives are unlikely to raise

the claims as a bargaining issue. The United States Trade

Representative could however discuss claims on its own

initiative and seek resolution of the broader underlying

issues.

Finally, if it is perceived by the public that

arbitrary disposition of legitimate private claims may be

made in pursuit of other trade objectives, companies con-

fronting unfair trade practices may be discouraged from
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pursuing statutory remedies. Instead. industry is likely to

seek broader protectionist measures which could be far more

destructive of the free trade objectives of this Adminis-

tration than the impartial enforcement of our existing laws.

For example, when Bethlehem Steel and Youngstown Sheet and

Tube closed major plant facilities, partly in response to

competitive pressures of foreign imports, political pressure

mounted for drastic remedies, including the negotiation of

quotas for imported steel products. In response, the

Trersury Department developed an efficient method for

detecting and investigating antidumping violations at the

point of entry into the United States. The program, which

was initiated by Anthony Solomon, the Under Secretary of the

Treasury for Monetary Affairs, is known to our industry as

the Trigger Price Mechanism (or "TPM"). The TPM operated

with considerable success and forestalled an industry-wide

movement toward protectionist legislation. At the same

time, the TPM has never prevented, restricted or threatened

the free movement of imported steel except at pilces which

importers know to be in violation of our antidumping statutes.

Many people in our industry were surprised when Korf

Industries, a transnational company with European ownership,

brought antidumping claims against European importers and

actively supported the TPM. We did so because we believe



372

that effective enforcement of fair trade laws, long in

existence in this country and well known to our primary

trading partners, is a mainstay of our policy of free trade.

We must recognize that free trade, like competition, can

only work if the rules of the game are enforced equitably

and consistently. We must further recognize that the

economic system of our country is unique. Governments of

Europe and Japan, through ownership or close association,

play a direct role in the business conduct of their basic

industries. British Steel Corporation. one of the largest

steel producers in the world, suffers staggering losses year

after year. Nevertheless, because they are owned by the

British Government they cannot fail financially (except by

an extraordinary act of political will). British Steel

Corporation is not constrained by free enterprise economics.

When we brought a claim late in 1977 against British Steel

for dumping wire rod in United States markets, the results

of a preliminary investigation by Treasury disclosed dumping

margins of eighty-three percent below fair valuel We later

dropped our claim in support of the TPM. But we learned a

hard lesson. Our two plants in the United States are among

the most modern and cost efficient in the world. Yet we

cannot compete in our own domestic market with a giant

foreign importer willing to sustain deep losses over a long

term without regard to the economic consequences.
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We respectfully request th t the President's Reor-

ganization Plan adopt the following language chances or

equivalent wording to assure that the role of the Trade

Representative will support rather than inhibit the enforce-

ment of our antidumping and countervailing duty laws:

First, delete Section l(b)(3)(D).

Second, add Section l(b)(5) to read as follows:

"The Trade Representative shall provide advice regarding

United States trade policy to the Secretary of Conmmerce and

shall support that department in the enforcement of the

countervailing duty and antiaumping function under Section

303 and Title 7 of the Tariff Act of 1930."

Third, at Section 2(a) at the end of the paragraph

add: "and shall be the 'administering authority' for

purposes of Section 771 of the Trade Agreements Act."

These changes would ensure the primacy of one

agency - Conmmerce - in implementing the revised antidumping

and countervailing duty laws. They would eliminate the

potential for erosion of public confidence in the intention

of the Executive Department to filly - and even-handedly -

implement the expressed will of Congress in providing a

clear statutory basis for dealing with dumping and subsidies

which have been characterized by the Senate Finance Committee
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as .wo of the most pernicious practices adversely affecting

United States commerce.

Our second recommendation is to mandate interagency

cooperation to assure the efficient administration of

antidumping responsibilities by the Commerce Department.

Antidumping enforcement frequently requires the assistance

of Customs officials to monitor and transmit information

about imported products to the administering authority. As

we have indicated, the statistical data and affidavits

obtained by the Customs Service at ports of entry into the

United States are the keystone of effective enforcement of

the Trigger Price Xechanism in the steel industry. While

the Customs Service will remain in Treasury, their reporting

responsibility in antidumping matters will shift from the

Office of Tariff Affairs within the Treasury to an equi-

valent section of Commerce. We believe it is appropriate to

seek some assurance through legislative direction and an

implementing interagency agreement, that Customs -ill

continue to carry out its antidumping functions under the

authority of the Commerce Department. We therefore res-

pectfully request adoption of the following language change

or equivalent wording in the President's Reorganization

Plan:



375

At Section 5(a)(1)(C), line 6 after 'Secretary,"

insert "shall conduct such inquiries and pro.mptly compile

and furnish such data as may be directed by the Secretary."

We hope that our recommendations will be viewed as

constructive changes in the President's Reorganization Plan.

We believe that their implementation will improve the adminis-

tration of our unfair trade laws and in so doing will enhance

the effectiveness of our overall national trade policy.

II
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Chairman RIBICOFF. Thank you very much. I do appreciate you
coming to this committee and giving us your practical analysis of
this reorganization and some of the problems that business feces.
I think your testimony is very valuable. I will have the staff ceock
it out w .h OMB to see if anything can be done in this respect..

Congress can only vote up or vote down a reorganization as it is.
Only the President can amend it. Whether changes can be made at
this stage, I do not know. But as you heard there is no question
in my opinion, Mr. Regelbrugge, that we will be monitoring this.
I am sure there will be changes soon in this whole reorganization,
which is only the first step.

Your testimony is very valuable. I appreciate you taking the time
to give us your mews.

Mr. REGELBR eGOE. Thank you.
Chairman RIBICOFF. Thank you very much, sir.
The hearing will be adjourned.
[Whereupon, at 10:49 a.m., the committee was recessed, to re-

convene subject to the consideration of other business.]

ADDITIONAL MATERIAL SUBMITTED FOR THE RECORD

QUESTIONS SUBMITTED IN WRITING TO THE ADMINISTRATION
BY CERTAIN SENATORS

A. QUeTIONs or SzENATOs RzBICOBr

Question 1. The USTR cannot play a role as the central focus for trade policy
in the government unless it has the additional personnel it needs.

How many positions will be transferred from the State Department? How
many from Treasury?

How many additional new pocitions will OMB recommend USTR receive?
Answer. Up to 15 positions may be transferred to USTR from State and up

to 5 positions may be transferred to USTR from Treasury.
The question of how many additional positions OMB will recommend for USTR

is now being considered in the ,udget process. The USTR definitely will have
adequate resources to carry out his new responsibilities and we expect that in
the next few weeks, the President will ask the Congress for prompt consideration
of a supplemental funding request for Fiscal Year 1980 to enable the IUSTR to
perform at peak efficiency from the time the reorganization plan takes effect. The
final say, of course, is in the hands of the Congressional authorization and appro-
priation process.

Question S. In the area of international trade, including direct investments and
commodities USTR will have a number of responsibilities including acting as
the principai advisor to the President, negotatng aements, and developing
and coordinating the implementation of policy. He will have the specific responsi-
bility to issue policy guidance to the other agencies and departments determining
U.S. trade policy in major areas.

While he may consult with the members of the Trade Policy Committee _wll
the final decision on how to carry out all these responsibilities belong to UATR,
and USTR alone, rather than to the Trade Policy Committee or any subcommit.
tee of the TPC?

Answer. Yes- except where committed to the President by law or wbere over-
ridden by the President.

Queison S. Is the intended effect of section 102(d) of the draft Executive Order
limited to a requirement that USTR consider the views of other agencies before
making up his own mind, and that USTR indicate in any memorandum for the
President which agencies, if any, have significant disagreements with any recom-
mendations and conclusions the USTR reaches? Or is the language intended to
require the USTR to shape his actual recommendations so they are consistent
with, or incorporate, the views of other agencies or departmentsT

Answer. The former interretation is correct. In advising the President on
international trade matters, the Trade Representatire will tke inat account and
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reflect the viewi of all interested agencies. While the USTR will try to accommo-
date all views, he will not be required to do so.

Quesion 4. Is it your intention that USTR will have direct and full control
of any moneys appropriated for U.S. participation in GATT?

Will the USTR be responsible for leading, and for instructing, all U.S. repre-
sentation at meetings, conferences or negotiations of GATT concerning any trade
administrative, budgetary, or any other matter coming 'efore the international
organization?

Answer. Funds for participation in GATT activities by United States Govern-
ment employees will be appropriated to U ST. All funds for U.S. contributions
to international organizations, including contributions to the GATT, will continue
to go through the State Department; State will consult with USTR regarding our
GATT contributions.

The USTR till be the chief U.S. representative in all official activities within
the GATT'. Substantive issues relating to GATT budget and personnel will
require close cooperation between State and USTR.

uestion 5. The proposed Executive Order designates the USTR chief repre-
sentative of the United States for a uumber of specific matters. In addition to
formal negtiations, will this include lead responsibility in each case for all meet-
ings, conferences, and consul tations with foreign governments or international
organizations on such matters?

Answer. It is clear that the USTR position in policy formulation and negotia-
tion tn the fields covered by the Plan, the President's Message and the Executive
Order will be the central one. The Executive Order will set out a number of pre-
ci;e cases where STR will be the Chief Represeatative of the U.S., but we would
uot anticipate that he or his staff would be the only American voices to discuss
trade with our trading partners. Sometimes he will delegate his role as chief
representative to others. Sometimes the trade policy mechanism will send in-
structions to our Ambassadors abroad instructing them to make demarches.
Sometimes trade questions will be discussed in meetings devoted to a number of
economic issues, where the chief delegate may be other than the USTR. Other
Cabinet members will undoubtedly include trade subjects in their statements.
Nevertheless, the USTR role as chief spokesman will be exercised in meetings
conferences, and consultations that would not be called formal negotiations, and
the policy subjects for his lead policy and spokesman role are clearly set out in the
plan.

Question 6(a). Section l(b)(3)(D) of the plan gives the USTR responsibility for
providing guidance on overall U.S. policy with respect to unfair trade practices.
What other statutes and programs, in addition to antidumping and countervailing
duties, do you intend to include in this provision?

Except to the exttt USTR seeks to negotiate a settlement to the problem, is
this provision intended to give the USTR any authority to intervene off the
record in the consideration or disposition of any individual complaint of an unfair
trade practice while it is pending before another agency?

Answer. To the extent permitted by law, U8TR's responsibility for providing
overall guidance on the administration of the unfair trade practice statutes will
extend to the antidumping and countervailing duty laws and to sections 201 301
and 406 of the Trade Act of 1974 (19 U.S.C. 2251, 2411, and 2436). USTa will
Trovide guidance, as well as staff support, when matters under section 337 of the

riff Act of 1930 (19 U.S.C. 1337) are referred to the President.
Section 1 (b) (3) (D) of the reorganization plan is not intended to give the USTR

authority to intervene off the record in the consideration or disposition of any
individual complaint of an unfair trade practice while it is pending before another
agency. USTR would not intervene in such a proceeding unless otherwise author-
ised by law.

Question (b). Your statement says the Commerce Department will be re-
sponsible in the future for the administration of embargoes. How exactly will the
embargo functions be transferred from the Treasury Department to the Depari-
ment of Commerce under the Presidmt's trade reorganiaation propolt?

Answer. Generally, embargo authority is vested in the President. Existing
embargoes come under section 5(b) of the Trading with the Enemy Act (50 App.
U.S.C. 5(b)), while any future embargoes will come under the International
Emergency Economio Powers Act (50 U.S.C. 1701 4d eg.). The transfer of re-
pondbility for existing embargoes will be effected by amending or superseding

the outstanding Executive orders delegating Presidential authority under section
5(b) of the Trading with the Enemy Act. We have not yet decided whether to

4~
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delegate to the Secretary of Commerce or retain in the President the authority
under the International Emergency Economic Powers Act.

Among the Executive orders likely to be affected are:
No. 9095 of March 11, 1942.
No. 9193 of July 6, 1942.
No. 10644 of November 7, 1955.
No. 11281 of May 13, 1966.

Qu.dios 7. The service sector of trade is likely to become of increasing impor-
tance. The Preident's message notes this fact. It indicates that the Commerce
Department should play "a major role in developing new service sector initiatives
for consideration within the government."

Could you explain more precisely what kinds of initiatives you have in mind?
How %ili the trade side of Commerce be reorganized to ensure that service issues

receive greater priority and visibility than they have in tihe past?
How many people at the Office of the U.S. Irade Representative will devote a

substantial amount of their time to service issues, and what will the role of USTR
be in this area?

Answer. Under the reorganization, the Department of Commerce will improve
subetantially the analytic, data gathering, and policy development resources it
devotes to the international trade and investment problems of American service
industries. New high-level management attention will be given to these issues.
Expanded Commerce Department activities in the services area will be carried
our principally within two new organizations: that reporting to the Under Secre-
tary for International Trado, and the Bureau of Industrial Analysis.

Within the organisation reporting to the Under Secretary for International
Trade, the Assistant Secretary for Trade Policy and Programs will have respon-
sibility for leading a more vigorous and expanded international service program.
Coordination on the broad spectrum of international business and economic issues
that affect service industries (including investment-related, trade policy and pro-
motional questions) will be handled by the proposed Senior Deputy Assistant
Secretary.

Within this framework, the locus of the Department's services effort will be a
new Finance, Investment, and Services unit headed by a Deputy Assistant Secre-
tary. Since the bulk of the identified international barriers to the expansion of U.8.
service industries abroad arises from difficulties in the finance, tax, and antitrust
areas, Commerce has decided to locate the core of the services function with
finance and investment, rather than trade, activities. In this way, we can draw on
existing expertise in these important areas.

In terms of personnel resources, the Department will be building on the Depart-
ment's existing International Services Division. This group is now nearing comple-
tion of a wide-ranging survey of international service industries updating the
comprehensive study, U.8. Bervice Indusries in World Market, which was comple-
ted by the Department in 1976. Given additional resources, areas targeted for
action programs by the Finance, Investment, and Services unit include:

1. Improvement of the international data base on service industries;
2. Analysis of U.8. regulation of international services;
3. Analysis of the tax treatment of international services;
4. Analysis of the impact of U.S. antitrust laws and Webb-Pomerene on the

growth and operation of international services;
5. Survey of the treatment of services in U.S. commercial treaties;
6. Provisions for handling service problems in international organizations;
7. Revision of the Foreign Service Reporting Manual to include services

coverage; and
8. Analysis o' the adequacy of -urrent U.S. financing programs for U.S. service

exort.
The Department's plans also call for comprehensive service industry representa-

tion in our trade agreements program. In light of the mandate of the Trade Agree
ments Act of 1979, we will be restructuring and expanding the Industry Sector
Advisory Committees that operated so successfully during the Multilateral Trade
Negotiations to include service industries. In the trade policy area we will be work-
ing with the United States Trade Representatave to bring services wlthin the
coverage of new nontariff codes negotiated within the MTN. We also will intensify
our programs directed towards the promotion of service industry exports with an
increased emphsis on missions, seminars and major foreign projects (many of
which will be centered arotmd the export of engineering and construction services).
The new Foreig Commercial Servie will further permit us to eek out aggressively
trade opportunities for servioe industries
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Elewhere within the Department, reorganization will provide us with specific
industrial analysis capability in the services sector. The new Bureau of Industrial
Analyss (to be located within the Office of the Chief Economist) will provide us
with the staff expertise necessary to undertake detailed microeconomic analyses
of individual service industries and the problems they confront both at home and
abroad. In part, BIA will be able to build its analytical base by drawing upon the
Office of Construction and Building Products within the existing Bureau of Do-
mestic Business Development.

6sRVICB INDUSTRY WORE FORCE ..

Currently, our Services Division has a staff of 8 personnel. We plan to increase
that number by 4. In addition, a professional will be designated in each of thei
other three areas within our new Finance, Investment, and Services unit-Inter-
national Finance, Investment Policy, and Foreign Business Practices-to apeclallse
in service industry problems and analysis.

Thus, under trade reorganiztion, and taking into account the participation of
allied units in services work, Departmental resources devoted to service-related
activities would increase by more than 50 percent to approximately 35 profes-
sional work-years, with a total budget of nearly 1.3 million.

STR is currently reviewing its personnel needs with the OMB, and the outcome
of these discussions will determine how many people are assigned. STR intends
to exercise leadership in broad policy issues involving international trade in
services, as well as discharging its reeponsibilities under section 301 (remedies for
unfair trade practices) and section 102 (negotiating authority on non-tariff issues)
of the 'lrade Act of 1974. STR will also maintain close liaison with the private
sector on service trade issues through a new private sector services policy advisory
committee.

Quation 8(a). Section l(b)(3)(A) of the plan refers to matters dealt with in
GATT, the Organization for Economic Cooperation and Development (OECD)
the United Nations Conference on Trade and Development (UNCTAD), and
other multilateral organisatios. It also includes overall responsibility for assert-
ing and protecting the rights of the U.S. under bilateral and multilateral trade
agreements. Are all of these references in this provision to international-tradk
issues intended to include direct investment matters?

Section 101 (a)(i) of the proposed Executive Order designates the USTR chief
representative of the United States for activities of the OECD, UNCTAD and
other multilateral institutions which primarily concern trade and commodity
issues. Are each of-these references to international trade issues intended to in-
clude direct investment matters?

-~ ~Answer. Under the plan the USTR will be responsible for developing, and for
eoordinating the implementation of, direct investment matters as they affect
trade. The USTR will be the chief representative in negotiations concerning direct
investment incentives and disincentives, and bilateral investment issues concern-
ing bariers to investment. In addition, the USTR expects to be responsive to
investment problems of concern to the private sector, and to seek apropriate
remedies.

Quion 8(b). Section 1-101(a) of the plan Ruthorises the USTR to be the chief
reprsentative of the United States in a wide variety of discussions, meetings and
nsegotiationm.

Pargraph (ii) of subection (a) authorizes the USTR to be the chief repre-
sentative In any "discuions, meeting., and negotiations in the Organisation for
Eoonomlo and Development when trade or commodity issues are the primary
losue under conider ton." Pararaph (ill) authorizes the USTR to be the chief
repremntative in my "legotiations in the United Nations Conference on Trade
and Development and other multilateral institutions when trade or commodity

uses arthe primary 1mue uder consideration."
Is the failure to refer expressly Inpararph (iii) to discussions and meeting.

intended to preclude in y way the UTR from acting a the chief representative
of the U.B. In discuions and meeting of the type dmcribed in the lst sentence
of subsection (a)?

Does paragraph (ii) contain an additional, specific reference to disoudion and
meetinp because OECD holds some unique kinds f discussions or meetin_. the
ianternmtio l oranisatlons covered by pMlraph lU) re not likely to hold? If
so what is the technical difference between meeting and disculons held by
OECD and other Inte orlgniztio?

-I Im



Is it the intent of the last sentence of subsection (a) to include any formal or
informal discussions or meeting with foreign governments and instrumentalities
if they may lead to formal negotiations, as well as those vhich are likely to lead
to such negotiations?

Do you Intend the phrase "formal negotiations" to be a broad term including
all discussions or meetings conducted by representatives of foreign governments
and instrumentalities intended to result in formal or informal agreements or in
understdings respecting a common position or joint action of any kind?

Answer:
The failure to refer expressly to discussions and meetings in parsnraph (iii) is

not intended to preclude USTR leadershi p in UNCTAD meetings and discussions
dealing primarily with trade or commodity policy issues. The refererce in para-
graph (ii) to discussions and meetings in the OECD has been included expresly
becasme the OECD is often used for preparing issues for negotiation elsewhere.
In oontrast, activity in UNCTAD is generally preparatory to or subsequent to a
negotiation. The definition of negotiation in the Executive Order is broad enough
to sweep In pre-negotiation and tost-negotiation meetings and discussions. We
believe this definition covers activities that may lead to negotiations.

OQ2uion 9. The final sentence of section l(b)(l) of the plan provides that the
USTR shall be the principal advisor to the President on international trade policy,
and an advisor to the President on the impact of other U.S. policies on inter-
national trade. Are the references to international trade in this sentence intended
to include commodity matters and direct investment matters to the extent they
are related to trade, ad is the case in the initial sentence in section l(b)(l)?

Are all references in the plan and accompanying Executive Order to international
trade intended to include services?

Answer. The references to international trade in the final sentence of section
l(b)(l) of the reorganization plan is intended to include commodity and direct
investment matters to the extent they are related to international trade.

All references in the plan and the Executive order to be issued when the plan
takes effect to international trade are intended to include services. This does not
imply, however, that USTR will conduct airline and like negotiations. Where
service issues arise under our trade laws USTR will have the lead.

Quetion 10. Section 5(b)(1) of the plan transfers trade promotion and com-
mercial functions from State to Commerce. Is the authority in clause B of this
paragraph intended to give the President the discretion to transfer additional
personnel in addition to those that must be transferred by clause A?

What types of situations is the language in clause B intended to cover?
How many employees will be transferred at the outset under each of the two

alternative authoritiest
Answer. The authority in section 5(b)(1)(B) to transfer additional commercial

representaion functions is in addition to the functions that will be transferred
under section 5(b)(1)(A). The language in subparagraph (B) is intended to cover
situations where future trade developments require expansion of Commerce's
mandate.

At the outset, we expect to transfer the following under subparagraph (A):
162 Forefgn Service Officer positions;
The approximately 486 Foreign ervicoe Nationals positions associated with

these F80 positions; and
Up to 10 administrative support positions associated with the transferred

F8O and FSN positions.
We do not expect to make any transfers under subparagraph (B) at this time.
Quedien 11. Will an interagency agreement between Commerce and the Treasur

Lasure access to any data compiled by the Customs Service which may be helpful
in administering the trigger price mechanism, or the antidumping and counter-
vailing duty lawin generally?

Answer. Yes. The Treary-Commere working group that is planning the
transfer of antidtmping, countervailing duty, and trigger price mechanism func-
tions has discussed the Issue of availability of appropriate Customs data to the
Commerce Department administering authority. We expect that an agreement
will be reached to assure access by appropriate Commerce officials to all documents
and data received or generated by the Customs Service that may be necessary or
useful in administering these laws and programs.

Qudioin 1t. Under the reorganization the USTR is responsible for advising
the President on the impact of a wide range of policies on international trade.



Pursuant to this authority, will the USTR have a right to sit on any interagency
committees, attend any meetings, and advise any department or agency directly
about the impact of any program or policy on U.S. trade?

Do you intend that the USTR use the TPC, if it wishes, to discuss among
agencies the impact on trade matters of other programs or policies?

Answer. The USTR will be authorized to make his voice heard with regard to
any Executive branch policy or decision that has an effect upon international
trade. We expect that this will include attendance at meetings where such policies
or decisions are considered.

USTR may use the TPC to discuss among agencies the impact upon inter-
national trade of other policies or programs, but that right does not make USTR
the lead agency (or the TPC the lead forum) for final resolution of such issues.

B. QursTIoNS OF SENATOB ROTH

Queution 13(a). What pluns does the Commerce Department have for integrating
the commercial attaches into the Department In a way that attracts the most
qualified personnel possible, while making possible rotation of personnel between
foreign posts and domestic posts throughout the U.S.?

Answer. The Department of Commerce intends to develop a personnel system
under the Foreign Service Act which will attract and maintain an effective, trade-
experienced, career staff dedicated to the expansion of U.S. exports and whose
full-time mission will be export promotion, development and facilitation, and
services abroad to U.S. exporters. The system will be flexible enough to draw
from appropriate Department of State Foreign Service officers, qualified Com-
merce personnel (both from our Washington offices and from our field offices),
from other Government agencies, and from private enterprise. Trade ex F .rience
and high level career achievement will be our criteria for the selection and assign-
ment of officers. Evaluation and promotion will be in terms of their successful
performance of their responsibilities. Only career officers demonstrating unusual
competency and dedication will be promoted into management positions. The
system will provide opportunities for rotation among assignments abroad, here
in Washington and in the field offices to achieve a blended experience of all as-
pects of trade promotion and assistance.

Question 13(b). What will be the applicability of the foreign service or civil
service personnel laws to the attaches?

Answer. Commercial attaches will continue to be covered by the Foreign Serv-
ice Act Personnel Authorities, in accordance with Section 5 of Reorganization Plan
Number 3 of 1979. They will not be placed under the Civil Service System.

Quesaton 13(c). What will be the protection of the retirement benefits of any
foreign service officers that transfer to the Commerce Department?

Answer. Any career Foreign Service Officers who transfer to Commerce will
continue to be covered by the Foreign Service Retirement System. This means
there is no need for further legislation in this area.

Quflion 1S(d). What will be the length of time commercial attaches now in the
State Department will have for deciding whether to transfer to the Commerce
Department?

Answer. The transfer of the commercial function from the Department of State
to the Department of Commerce entails the transfer of positions. The Foreign
Service Officers serving in these positions will not be transferred to the Depart-
ment of Commerce.

The Departments of Commerce and S&ate have agreed that FSO's now serving
now serving in commercial positions to be transferred to the DOC will be allowed
to remain in them until their tours of duty expire. State advises that those officers
who do not apply for or arc not selected for transfer to the Department of Com-
merce's Foreign Commercial Service will automatically return to assignments with-
in the Department of State.

The Department of Commerce intends to recruit outstanding Foreign Service
economic/commercial officers for the FCS. There will be no period established
within which FSO's must apply for entry into the service. Our expectations are
that most of those interested in applying for transfer will do so within the first
year of the implementation of the FCS.

50-490 0 - 79 - 25
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Queion 13(). What will be the applicability of a single personnel system to all
personnel in the Commerce Department bureau responsible for export promotion
whether they are stationed in field offices in the United States, in Washington, or
in posts overseast

Answer. The Foreign Commercial Service will be established under Foreign
Service Act Authorities. This will allow the Department to recruit a corps of
highly skilled professionals from government and industry responsible for imple-
menting expert support activities overseas. In the short term we do not foresee
that the personnel policies under the Foreign Service would be applied to all
Commerce employees responsible for export promotion here and overseas.

Qugwion 13-(). What personnel pracliceb will be adopted that will make it
possible to attract highly qualified businessmen and other experts to work for the
Commerce Department as commercial attaches?

Answer. While the Foreign Commercial Personnel System is still in the design
process, it will include a provision for the intake of highly qualified businessmen on
either a single tour appointment or as career members of the corps.

Question 14. The USTR has varied responsibilities for the development and
coordination of trade policy, for representing the U.S. in bilateral trade negotia-
tions and for representing the U.S. in connection with the trade activities of such
multilateral organisations as OECD or UNCTAD. Do these varied responsi-
bilities of the USTR include matters involving the export or import of technology?

Answer. USTR will be deeply involved in matters concerning the export or
import of technology. However, while USTR will be involved in developing policy,
the Office would not expect to lead all negotiating efforts in this area. For example,
USTR would not expect to lead the U.S. team negotiating in the UNCTAD or the
OECD on the transfer of technology. Also, USTR will not have direct responsi-
bility for decisions on strategic export controls.

Question 16(a). As a result of the reorganization, the Commerce Department
will be expected to provide increased help to U.S. businesses seeking to export
nonagricultural goods or services abroad. In what way does the Commerce Depart-
ment plan to change the kinds of services it provides? For example, will it devote
increased resources to helping larger companies already in the export business to
increase their exports?

Answer. The principal benefit of the reorganization, and, particularly, the shift
of commercial officers to Commerce, will be to provide a more integrated and
effective structure for assisting U.S. firms to export. The reorganization, while it
will add the commercial officers to Commerce, will not bring any additional re-
sources to export development or assistance activities. Unification, however, of
all non-agricultural export development and assistance activities will permit far
more effective planning and budgeting and a more efficient export information
and assistance program. Hence, the major benefits overall will be improved
delivery of services and unified planning and development of export promotion
and assistance activities.

A basic objective is to insure that resources for export development and assist-
ance, are targeted to those industries and firms most in need of such assistance
and who are most likely to benefit from such assistance through increased exports.
It is a Commerce priority to target export development and assistance resources
on small and medium sized inexperienced firms, including, especially, minority
firms. We are already working on the particular, special problems of these firms
in terms of market entry.

The recently developed World Wide Information and Trade System ("WITS")
a computerized market information system, will permit, in addition to the effi-
ciencies realized in combining foreign and domestic commercial operations, a
rapid, worldwide linkage of market opportunity information with Washington and
our various field offices that can be made rapidly available to current and potential
U.S. exporters. We also anticipate that Commerce will be in a better position to
provide increased support, both on-site abroad, as well as in Washington and
around the country, for major export opportunities

Quseion 15(b). How will the proposed internal reorganization of the Depart-
ment of Commerce integrate improved sectoral and policy analysis with the work
of the commercial attaches and others directly working with U.S. business to
increase exporta?

Answer. The reorganization brings under one roof sectoral analysis, trade
analysis, domestic field operations, export planning, and overseas commercial
activities, in a manner simllar to the organizational structures used by a number
of our foreign competitors. This integrates analysis with operations. Most impor-
tantly, it facilitates planning.

- _ -
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For example, studies carried out by Commerce's proposed Bureau of Industrial
Analysis can identify industries, and industry segments, with the highest export
potential. Market potential analysis carried out by the offices under the Assistant
Secretary for Trade Development can identify the most promising market oppor-
tunities. With these facts established, offices under the Assistant Secretary for
International Economic Policy can determine the trade policy environment for
products and foreign markets. Once all these are in hand, the Department can
provide increasingly valuable assistance to prospective new exporters.

Further, trade analysis, coupled with basic analysis of the international com-
petitiveness of our industries, will be used to plan the geographic and industry
allocstion of our promotion activities.

Of equal value will be the feedback from the field, which now will be directly
available to Commerce. The observations of those working directly with U.S.
business abroad can now be fed back into the planning process to ensure more
accurate assessments of our programs' effectiveness and better plans more directly
targeted on exporter needs.

More generally, information and cooperation flow more freely when organisa-
tional boundaries are kept to a minimum, and the consolidation of trade functions
within Commerce will reduce e such bouncairies.

Finally, it must be recognized that trade problems are increasingly taking on
the form of sectoral problems. That is, trade policy issues are becoming formulated
in .ndustrywide terms. Accordingly, the Integration within Commerce of sectoral
analysis and policy analysis capabilities represents a step consistent with the
evolution of our main trade problems. Better handling of these problems by
Commerce will work directly to the advantage of American exporters.

Question 16. Section 3 of the plan makes the Trade Representative and the
Secretary of Commerce non-voting members of the Board of the Export-Import
Bank. Section 4 makes the Trade Representative a member and Vice Chairman
of the Board of OPIC.

Will the USTR and tb? Commerce Secretary be able to authorize other agency
or department officials to represent them at these meetings?

Answer. Yes. There will be no delegation of these responsibilities below the
Assistant Secretary level.

Question 17. The size and composition of U.S. delegations to international
negotiations and conferences is formally determined by the process of "accredita-
tion." Would USTR or the State Department accredit the U.S. delegations to
those negotiations? Would the USTR or the State Department accredit U.S.
delegation, to (a) GATT meetings, (b) international commodity negotiations,
(c) direct investment negotiations in UNCTAD or OECD which primarily con-
cern trade and commodity issues?

Answer. All accreditations to the hundreds of conferences In which U.S. repre-
sentatives participate each year are handled by the State Department; this will
be the case for USTR-led delegations as it is for all others.

Where USTR has the lead in a negotiation, USTR will have the principal say
on the size and composition of the delegation.

C. QuEsTIoNs OF SENATOB CANNON

Question 18. The USTR will be also responsible for international investment
policy. Would this responsibility include responsibility for interagency policy
and oversight functions as well as international investment negotiations?

Anower. Under the plan the USTR will be responsible for developing, and for
coordinating the implementation of, direct investment matters as they affect
trade. The USTR will be the chief representative in negotiations concerning
direct investment incentives and disincentives, and bilateral investment issues
concerning barriers to investment. In addition, the USTR expects to be re-
responsive to investment problems of concern to the private sector, and to
seek appropriate remedies.

Question 18. The Reorganization Plan does not consolidate certain international
investment functions in other agencies in the Department of Commerce, which
currently handles international investment data collection in the Bureau of
Economic Affairs and the ITA. Since the Department of Commerce will provide
staffing for the USTR on this issue, why were these programs not transferred
to the Department?
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Answer. Direct investment functions and programs are important to trade-so
much so that the policy lead in this area has been given to the Trade Repre-
sentative. Operationally, though, they deal to a considerable degree with matters
that are not primarily trade-related (e.g., tax and capital flow issues); for this
reason, we have decided that for now, we should not move all aspects of direct
investment to Commerce.

Queiom 20. How would the reorganization affect the handling of crcas-iuris-
dictional issues such as the UNCTAD negotiations on technology transfer,
which involve the Departments of State and Commerce? Would the issues in
these negotiations come before the Trade Policy and the Trade Negotiating
Committees?

Answer. We would expect the Department of State to continue to lead UNC-
TAD negotiations on technology transfer. However, the U.S. approach to these
issues would be coordinated on an interagency basis under the TPC or other ap-
propriate committees.

Quioron 51. The Trade Representative would have the "policy lead" over the
"operations of multinational enterprises." Does this include the negotiations and
policy development of multinational corporation codes in the UNCTAD, OECD,
and other international bodies? How would the USTR oversee negotiations which
mav be initiated prior to the proposed effective date of October 1, 1980?

Answer. To the extent that discussions of multinational corporation behavior
in OECD, UNCTAD, and other international bodies concern trade, USJTR will
have the policy lead. We expect this portion of the reorganization to take effect
by January 1, 1980.

Quastion 5g. How would the reorganization affect multilateral or bilateral
negotiations on transportation agreements which are now conducted by other
agencies such as the State Department? Would these negotiations be subject to
review by the Trade Policy and Trade Negotiating Committees? Would the Trade
Representative have any responsibility for such negotiations?

Answer. Transportation agreements would not be affected by the reorganiza-
tion. Where trade issues are involved, however, these will be considered by USTR
and discussed in the TPC. USTR will not have lead responsibility for such negotia-
tions, but will be involved where appropriate.

Question 5b. What will be the relationship of the USTS to the rest of the Com-
merce Department in view of the fact that its authorization will last only one
additional fiscal year?

Answer. The USTS program is authorized through the end of the current fiscal
year. This authorization is contained in the International Travel Act of 1961 as
amended, which also provides that USTS is to be headed by an Assistant Sec-
retary for Tourism who reports directly to the Secretary. Thus, at least through
the end of FY 1980, USTS will be headed by an Assistant Secretary reporting to
the Secretary. The Assistant Secretary will not report to the Under Secretary for
International Trade. Any change in this status will depend upo). Presidential
recommendations and Congressional action taken with respect to reauthorization
of the USTS program for FY 1981 and beyond.

Question F4. The Department will increase its resources devoted to the services
sector, of which the tourist industry is the most significant part. Assuming that
funds for the USTS are not authorized in FY 1981, what resources from the en-
hanced services sector program, if any, would be devoted to this industry?

Answer. If funds were not authorized in FY 1981 for the U.S. Travel Service,
the Administration would continue to seek funding and personnel resources to
carry out essential tourism policy, data, and coordination responsibilities within
the Industry and Trade Administration or its successor organization.

Question 56. The Department will have an Under Secretary for International
Trade. To whom will the Under Secretary report and be responsible? To whom
will the other Assistant Secretaries who would not be subordinate to the Under
Secretary report and be responsible? Would the Deputy Secretary of Commerce
amume the responsibilities of the present Under Secretary of Commerce plus the
new international trade responsibilities of the Department?

Answer. The Under Secretary for International Trade will report and be re-
sponsible to the Secretary. Those Assistant Secretaries not subordinate to the
Under Secretary for International Trade will report and be responsible to the
Secretary. The Deputy Secretary of Commerce would assume the responsibilities
of the present Under Secretary, i.e., to serve as the principal Deputy to the Sec-
retary in all matters affecting the Department, and to serve as Acting Secretary
in the case of absence or sickness of the Secretary or in case of vacancy in the
position of the Secretary. International trade responsibilities would be assigned
to the Under Secretary for International Trade.

I



386

D. QUEsTIONS or SzxWTOR PaRCy

Quedion W6. Service trade is a large positive part of our balance of payments,
yet service trade problems have traditionally been neglected. How does the
reorganization plan deal with this traditional neglect of services?

Answer. Increased resources will be directed to services within OMB, USTR,
and Commerce so that policy development, coordination, analysis and negotia-
tions on international services matters receive adequate attention. OMB plans
a special task force to ensure improvement on handling matters in this area, and
USTR has already begun a program to exercise leadership and oversight on
trade-related services issues.

Under the reorganization, the Department of Commerce will improve sub-
stantially the analytic, data gathering, and policy development resources it
devotes to the international trade and investment problems of American service
industries. New high-level management attention will be given to these issues.
Expanded Commerce Department activities in the services area will be carried
out principally within two new organizations: that reporting to the Under Secre-
tary for International Trade, and the Bureau of Industrial Analysis, reporting
to the Chief Economist.

Within the organization reporting to the Under Secretary for International
Trade, the Assistant Secretary for International Economic Policy will have re-
sponsibility for leading a more vigorous and expanded international services

prWithin this framework, the locus of the Department's services effort will be a
new Finance, Investment, and Services unit headed by a Deputy Assistant
Secretary.

In terms of personnel resources, the Department will be building on its existing
International Services Division. This group is now nearing completion of a wide-
ranging survey of international service industries updating the comprehensive
study, "U.S. Service Industries in World Markets," which was completed by the
Department in 1976. Given additional resources, areas targeted for action pro-
grams by the Finance, Investment, and Services unit include:

1. Impro rement of the international data base on service industries;
2. Analysis of U.S. regulation of international services;
3. Analysis of the tax treatment of international services;
4. Analysis of the impact of U.S. antitrust laws and Webb-Pomerene on the

growth and operation of international services;
5. Survey of the treatment of services in U.S. commercial treaties;
6. Provisions for handling service problems in international organizations;
7. Revision of the Foreign Service Reporting Manual to include services cover-

age; and
8. Analysis of the adequacy of current U.S. financing programs for U.S. service

exports.
The Department's plans also call for comprehensive service industry repre-

sentation in our trade agreements program. In light of the mandate of the Trade
Agreements Act of 1979, Commerce will be restructuring and expanding the
Industry Sector Advisory Committees that operated so successfully during the
Multilateral Trade Negotiations to include service industries. In the trade policy
area Commerce will be working with the United States Trade Representative to
bring services within the coverage of new nontariff codes negotiated within the
MTN. Commerce also expects to intensify its programs directed towards the
promotion of service industry exports, with an increased emphasis on missions,
seminars, and major foreign projects (many of which will be centered around the
export of -,ngineering and construction services). The new Foreign Commercial
Service will further permit Commerce to seek out trade opportunities for service
industries.

Elsewhere within the Department, reorger.zntion will provide specific industr al
analysis capability in the services sector. The rn r Bureau of Industrial Analysis
(to be located within the Office of the Chief economist) will provide the staff
expertise neceesavy to undertake detailed microeconomic analyses of individual
service industries and the probloms they confront both at home and abroad. In

art, BIA will be able to build its analytical base by drawing upon the Construe.-
Vion and Building Products Division witl !n the existing Bureau of Domestic
Busines Development.

Question 97. Does the USTR mandate for "across the board leadership" In trade
extend to the trade problems of U.S. service industries? The President's September
25 statement and the Reorganization plan are silent on this point.
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Answer. Yes, STR will exercise leadership in broad policy issues involving inter-
national trade in services, as well as discharging its responsibilities under section
301 (remedies for unfair trade practices) and section 102 (negotiating authority
on non-tariff issues) of the Trade Act of 1974. STR will also maintain close liaison
with the private sector on service trade issues through a new private sector services
policy advisory committee.

You will be interested to know that STR already has begun implementing its
role in the service area by introducing services issues for discussion in the Trade
Committee of the OECD, and preliminary analysis of GATT codes with a view
toward their extension to services.

Quarlion 28. Does the Trade Policy Committee have authority to deal with
service trade matters that is equivalent to the authority which it has relative to
more traditional trade areas of manufactured goods and commodities? This is
important since in the absence of such authority who is going to bring together
U.S. Government thinking and action relative to services trade and services trade

PWat is OMB's position on this?
Answer. The Trade Policy Committee has the same authority and responsibility

on serv:ce trade matters as it has with respect to commodities. That is, the TPC
will advise the U.S. Trade Representative on services trade policy.

Question 29. In the absence of a central point or central authority for dealing
with services trade, how can a coherent strategy for the services sector emerge and
be implemented? Without it are not the international trade interests of the U.S.
service economy, which employs two-thirds of our people left out in the cold, so to
speak?

Answer. As set forth more fully in our responses to the preceding questions, the
President's trade reorganization proposal will create a central location for dealing
with services trade policy issues: the Trade Representative, who will act with the
advice of the Trade Policy Committee and the strong operational involvement of
the Commerce Department.

Question 30. Could the question of a clear USTR lead on service trade and
service trade policy be resolved by language in the executive order that will be
issued to implement the Reorganization Plan?

Will OMB support this?
Answer. The word "trade" is repeated several times in the draft Executive

Order, and we consider "trade" to include trade in services (ef. section 301(d) (;)
of the Trade Act of 1974 (19 U.S.C. 2411(d)(1)), as amended by section 901 of
the Trade Agreements Act of 1979).

E. QUESTIONS OF SENATOR STEVENSON

Question 81. The plan establishes an Under Secretary for International Trade.
The EDA authorizaticn bill is expected to establish an Under Secretary Lor
Economic Development. Science, technology, industra-l innovation, productivity,
patents, cornmunlcations-all the areas so vital to the competitiveness of our
economy over the long run--are left as a hodge-podge of leaoerless, but critical,
functions. Has the Administration considered establishing an Under Secretary
for Science, Ttchnology and Innovation to pull together authority for existing
programs?

Answer. One of the major organizational questions facinp the Department of
Commerce is how best to organize to fulfill iAs responsi' ities in the areas of
productivity and industrial innovation. The Under Secretary has established a
task force headed by the Assistant Secretary for Policy which is developing options
and recommendations, and one of the options under consideration is that of an
Under Secretary for Science, Technology and Innovation. The decisions that the
President will make on the recommendations of the Domestic Policy Review cf
Industrial Innovation also will be involved. However, it is only fair to add that a
major reorganization such as this one which would require legislation and involve
large elements of the Department, might not be appropriate at a time when two
other major reorganisations of the Department are in progress.

The functions listed are not now in a leaderless hodge-podge. Science, technology,
and patents are the organized responsibility of the Assistant Secretary for Science
and Technology; industrial innovation, while awaiting the President's decisions,
is basically the responsibility of the same official; and communications are under
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the Assistant Secretary for Communications and Information. Commerce is
actively developing an improved organizational base for its productivity programs
and activities.

Question 3£. Under the plan the Trade Representative would have responsi-
bility for trade negotiations. Export credit subsidies are a growing element in
international trade competition. Will the Trade Representative bear responsi-
bility for trade negotiations to restrain costly export credit subsidization?

Answer. The Trade Representative will not have lead responsibility for export
credit negotiations; that responsibility will remain with the Treasury Departtnent
and the Export-Import Bank. The Trade Representative, however, will play a
significant role in this area by virtue of his becoming (1) a member of the Exoort-
Import Bank Board of Directors, and (2) a member of the National Adv'uory
Council on International Financial and Monetary Policy, which oversees export
credit policy.

Question 33. The New Export Administration Act calls for a thorough revision
of U.S. expert control policy and procedures for export licensing decisions. The
announcement of the trade reorganization plan preceded passage of the new
Export Administration Act and does not appear to take into account the new
responsibilities the Act provides and the additional resources which will be needed
to carry them out. What provisions will be made to assure implementation of the
Export Administration Act will receive adequate priority and resources?

Answer. The new Export Administration Act is expected to require the develop-
ment and issuance of many new regulations and procedures. Work is now under-
way on these matters. Until the scope of these new activities has been clarified,
it would be premature to initiate additional staffing plans. Accordingly, Commerce
has not yet submitted any additional staffing requests to OMB stemming from
the new Act.

It may be possible-through filling eristing vacancies or reprogramming from
other areas in the Department of Commerce-to provide enough additional per-
sonnel to carry out the new responsibilities under the Act. OMB intends to monitor
the development of new regulations in this area and their resource implications,
and will assure that the Export Administration Act is fully implemented.

STATEMENT BY SENATOR HOWARD W. CANNON

Mr. Chairman, Senator Roth: Today's hearings will examine Reorganization
Plan Number 3 of 1979, to reorganize functions relating to international trade.
The Plan, with its deficiencies, represents a significant advance over the inter-
national trade organization structure which currently exists. To you, Chairman
Ribicoff and Senator Roth, must be given credit for imagination and persistence
in encouraging the Executive to confront this crucial international issue.

The Committee on Commerce, Science and Transportation has long been deeply
concerned about our international trade deficit. In 1972, in response to the first
U.S. merchandise trade deficit since 1893, the Commerce Committee established
a Subcommittee on Foreign Commerce and Tourism, which held the first set of
Congressional hearings on export expansion in recent years. The Subcommittee
also began to examine issues related to our trade organization structure for ex-
ample, it reported out legislation to transfer commercial officers from the State
Department to the Commerce Department-a transfer which would be effected
by Reorganization Plan Number 3.

The Senate, which passed several of the export promotion measures reported
out by the Committee on Commerce, was constantly reassured that the devalua-
tion of the dollar and changing international economic conditions would eliminate
the deficit and that supplemental export promotion measures were thus not re-
quired. History has shown that this analysis was wrong and that the U.S. Govern-
ment and economists grossly underestimated the gravity and nature of our inter-
national economic problems. By 1978, the merchandise trade deicit reached
$39.2 billion (cost-insurance-freight basis), 18 times the size of the 1971 deficit
which alarmed the Commerce Committee into taking action.

The Committee System Reorganization Amendments of 1977 transferred
urisdiction over export promotion activities to the Banking Committee, which

has been very active in this area under the able leadership of Senator Stevenson,
who is also a member oi the Committee on Commerce, Scuence, & Transportation.

Notwithstanding the 1977 Reorganization, the Committee retains jurisdiction
over the important areas which directly affect our trade performance. On Octo-
ber 31st, the Committee will commence hearings on the Domestic Policy Review



provide a mechanism under the direction of the President for representation of
the broad national economic interests of the United States in international trade
negotiatioil&. "hat meant weighing and balancing those sometimes conflicting
national inter sts with the greatest possible objectivity, and without Fiving undue
weight to any particular constituency or United States policy objective.

The role and responsibilities of the special trade representative have been
significantly enhanced and broadened by the Congress and five Presidents since
1962, under the Trade Act of 1974 and the Trade Agreements Act of 1979. The
Trade Agreements Act of 1979 mandated the executive reorganization of trade
functions new before this Subcommittee.

I see the e.ew office of United States trade representative as a direct and logical
outgrowth of the basic considerations which led to its creation 17 years ago.
Those considerations were that:

There should be close consultation and cooperation among the President, the
Congress, and private enterprise in developing and conducting trade policy;

Legitimate constituent trade interests of the several executive departments and
agencies should be coordinated; and

The Nation needs a single, cohesive foreign trade policy which is truly repre-
sentative of the overall national economic interest.

I would like to note that this administration has worked very closely with the
Congress in developing this plan. The views of all interested members were
sought, considered, and, as much as possible, reflected in the President's proposal.

Under this plan, the USTR would be the principal trade spokesman for the
President on International Trade, Commodity, and Direct Investment Policy,
reporting directly to the President. The office would continue to carry cabinet
rank, with a small staff located in the Executive Office of the President.

The USTR would continue to chair the Interagency Trade Policy Committee
and its subordinate groups, which provide advice to the USTR, and through
which policy is coordinated. But the scope of the Trade Policy Committee would
be widened substantially to include all international trade, commodity, and direct
investment policy matters.

The USTR would serve as the focus for international trade policy development,
coordination, and negotiation. The office would be responsible for developing
policies on import remedies, export expansion, East-West trade, commodities,
international investment policy, energy trade policy, and bilateral trade relations.

The USTR would also play a substantial role in the formulation of national
policy in other areas which have major trade implications.

The USTR would be responsible as well for representing the United States to
the General Agreement on Tariffs and Trade (GATT) and on trade, commodity,
and certain investment matters before the Organization for Economic Cooperation
and Development (OECD) and before the United Nations Conference on Trade
and Development (UNCTAD).

In recognition of the increasing importance of service exports to the U.S.
econcmy and the U.S. balance of payments, the USTR would exercise leadership
with respect to the international needs and trade problems of U.S. service indus-
tries. Already, the Office of the Special Trade Representative is giving priority
attention to a study of trade barriers in services being conducted by the organiza-
tion for economic cooperation and development.

Perhaps one of the most important new responsibilities of the USTR would be
to develop a much needed effective capability to analyze and evaluate trade issues
and trends in a swiftly changing world market place, anticipating the effects of
these trends.

Of course, the USTR would be responsible for overseeing the implementation of
the mutilateral trade negotiation agreements reached in the Tokyo Round, a task
which is vital to Tealization of the benefits of those hard-driven bargains.

The reorganization plan would give the USTR new responsibilities in a number
of areas-such as commodities, East-West trade, and investment export policy.
In these areas, we have organized internally to get off to a running start and expect
to be in early contact with the Congress and with the private sector to develop
new approaches to the policy issues involved.

In fulfilling these responsibilities, the USTP, would work closely and coopera-
tively through the trade policy committee with the newly enhanced Commerce
Department, the Departments of State, Treasury, Agriculture, Labor, Defense,
Energy, and other governmental agencies.

As the President said in his message transmitting this plan to the Congress, we
need this new machinery. As presently constituted, the Office of the special repre-
sentative for trade negotiations is chiefly responsible for administering the trade
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agreements program. But many trade and trade-related issues are the prime con-
cern of other agencies of government.

We must make America more competitive in the world marketplace. We must
enforce our new trade agreements, both abroad and at home. We must develop
not only a unified trade policy but also a strategy for achieving our international
commercial policy objectives. i believe this plan profides the frainwork to do the
job.

STATEMENT OF JUANITA M. KREPS, SECRETARY, U.S. DEPARTMENT OF COMMERCE

Mr. Chairman and Members of the Committee: it is a pleasure for me to share
with you our plans for a successful implementation of the Administration's trade
reorganization proposal. We in Commerce have given this issue priority attention
for many months. We believe that we have been able to develop a plan which will
result in the Depart nent of Commerce significantly contributing to the primary
goal of trade reorgar .sation: that is, an enhanced capacity for the federal govern-
ment to strengthen the export performance and import competitiveness of
American goods and services.

We find ourselves at the dawn of a new era *n U.S. trade relationships. Successful
implementation of the Tokyo Round trade ag.'eements will move us towards even
greater integration with the world economy. T'he MTN will offer new opportuni-
ties, but we shall have to work at maximizing the benefits to our economy. This is
particularly so because global competition will intensify in the 1980's.

In the decade ahead, many less-developed countries will become stronger ex-
porters of consumer goods and mid-level technology products. This will increase
U.S. imports, and it will also push the industrialized nations more heavily into the
pr-?uction of capital goods and higher technology exports. The U.S. export
position will be challenged more directly than ever before. Increased competition
coupled with more open markets, will have a profound effect on our economy and
our growth. International trade will become one of the major factors affecting the
performance of U.S. industry. Some industries will prosper, while others will falter
m the face of increased competition. How we deal with trade growth will materially
affect all Americans.

There is much we can and must do. What is called for is nothing less than a
complete reorientation of our thinking on trade. We have traditionally treated
international economic policies, domestic economic policies, export development
policies, and policies affecting individual industries as though they were unrelated.

Today, world trade has become too important to the health and growth of the
American economy to be treated as a separate and somewhat peripheral issue.

Reorienting our thinking on trade policy is no simple matter. But if the 1980's
are to be different, we must make at least three fundamental changes:

First, we must elevate the priority of trade in the hierarchy of our national
objectives. We must follow the lead of our successful competitors and push to the
forefront the question-"how will this affect our trade?"-when we consider tax
policies, investment policies, antitrust policies, environmental policies, regulatory
policies, and all other policies which can have a fundamental effect on our inter-
national competitiveness. Bringing this about will be neither easy nor inexpensive.
Some vested interests and some domestic priorities will need to move over to
make room for the enlarged importance of trade.

Second, we have to link our trade policies more closely to our domestic policies
affecting industry. We must recognize that our competitiveness depends on far
more than what we do at the border; that we can improve our competitive position
only if we improve our technology and pace of innovation, our investment in
plant and equipment and, hence, our productivity. Our trade policy thinking must
reflect the fact that trade problems are industry problems. Our failure to address
them as such is partly responsible for our inability to deal with the trade challenges
of the past two decades.

Third, many businesses need to reorient their thinking, for many businesses,
like government, haste focused their energies on the domestic economy. Too often
import competition has been taken lightly and export markets have been ignored.
We are no longer an insulated, self-sufficient continental economy. The time has
come for us to stop acting like one. With the increased openness of markets result-
ing from the Multilateral Trade Negotiations (MTN) and increased competition
in the 1980's, U.S. business will have to find more of its sales growth in foreign
markets.

The Government can help, particularly by removing obstacles and disincentives
to increased export efforts. The Department of Commerce will be devoting increas-
ing attention to identifying obstacles to export expansion, calling them to inter-
agency attention and searching for ways to remove them. The Government can
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also increase its efforts to help business locate and exploit export opportunities,
to ensure adequate export financing, and to obtain fair and open access to foreign
markets.

For our part, reorganization of the trade functions of government is a vital
first step in improving the export performance and import competitiveness of
American goods and services. If reorganization is to be successful, however, the
trade responsibilities of government must be cent ralized and streamlined.

The U.S. Trade Representative (USTR) will be responsible for coordinating
our international trade and direct investment policies. The Department of Com-
merce will work with the USTR and wi!l be responsible for the implementation
of the nation's trade policies through the day-to-day operatic, of most of our
non-agricultural trade functions.

This proposed partnership is a natural extension of the ongoing, highly success-
ful partnership of the STR and Commerce during the Multilateral Trade Negotia-
tions. As Ambassador Strauss has noted, the Commerce effort was indispensable
to the successful outcome of the MTN; continuing this partnership permits the
Government to build on strength and to grow from it.

The Department's strength in this area was due to the fact that more than 40
Commerce staff persons were available to provide the principal staff support to
STR in the negotiation of the MTN. Many of these people served on the front
line, participating in the work of the U.S. delegation in Geneva; they therefore
have intimate knowledge of all aspects of the MTN. Those persons will now be
responsible for the day-to-day implementation and monitoring of the trade
agreements.

The task of consolidating the day-to-day operations of the trade functions of
government (other than agriculture) into an enhanced Department of Commerce
is an enormous one, We in Commerce have devoted a good deal of attention to
how the Department must be reorganized to manage a broader range of trade
responsibilities. We have a sound plan to assare that the transfer if ongoing
programs-especially the antidumping and countervailing duty functions from
Treasury-will occur smoothly and function efficiently.

Even with a sound institutional base, reorganization can succeed only if the
programs are being carried out by highly qualified, capable and motivated people.
The first step is to assure appropriate leadership. Towards this end, our reorgani-
zation plan provides for the creation of such new positions as Under Secretary
for International Trade und two new Assistant Secretaries. In addition, we shall
seek a substantial number of Senior Executive Service positions for the Com-
merce trade program, thereby providing many attractive top management op-
portunities. In this regard, it is noteworthy that a task force headed by the General
Counsels of Commerce and Treasury is conducting a talent search to find the
best qualified persons to fill all key leadership positions in the vitally important
antidumping/countervailing duty area.

Tbis is a good start, but only a start. If leadership is to succeed, it also must
have capable staff persons. In that regard, we are undertaking a number of special
measures and efforts. First, we have initiated a freeze on 120 positions that are
currently vacant in the Industry and Trade Administration (ITA), which is
the area of Commerce which currently supports our major international trade
activities. This freeze will continue until there has been an opportunity to review
an overall recruitment and staffing plan that addresses the major personnel
needs associated with trade reorganization. Moreover, we expect more than one-
fourth of ITA's existing staff to turn over in the next few years, due largely to
retirements.

Second, there are 130 new positions provided for the antidumping and counter-
vailing duty functions in the Treasury Department appropriations act signed
September 29, 1979. Those 130 new positions will come to Commerce from
Treasury as a result of reorganization. A joint Commerce-Treasury/Customs
task force has been working on this issue for three months. Customs recently
borrowed 20 positions from Main Treasury, in anticipation of passage of its
appropriations bill, in order to get a head start on filling those 130 positions by
January 1, 1980 when the new antidumping/countervailing duty laws take effect.
Commerce is carefully monitoring this hiring process and is being fully consulted
on the filling of all vacancies.

Third, we have formed a work group with State to explore ways to facilitate
the transfer of State personnel to the Foreign Commercial Service.

The net result of these changes is an opportunity to bring 500 new, highly
talented professionals into our trade program rather quickly. Thus, the Depart-
ment has a great deal of flexibility in meeting the personnel demands of its new
trade responsibilities and is moving .o capitalize on this opportunity.
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At this time, Mr. Chairman, I would like to describe briefly for the Committee
the proposed structure and division of responsibilities of an enhanced Department
of Commerce. The detailed plan has been submitted to the Committee along with
copies of the text of my statement.

SECRETARIAL RESPONSIBILITIE8

The Administration's reorganization plan provides for trade, involving both
international and domestic issues, to become a principal responsibility of the
Secretary of Commerce. To help ensure that export financing policy is consistent
with trade policy in general and export promotion policy in particular, the Secre-
tary will serve as a non-voting Director of the Board of the Export-Import Bank.
As chief operational officer of Commerce, the Secretary will assure that all elements
of the Department whose activities relate to international trade are coordinated.

The principal goal of the Department will be to foster the international com-
petitiveness of U.S. industry. To help carry out these responsibilities, it is proposed
to create the post of Under Secretary for International Trade, to be directly
responsible to the Secretary for overall development and management of the
Department's trade functions. The creation of such a post will ensu re that the
vital area of trade policy implementation will receive day-to-day attention at the
highest levels of the Department. Moreover, to ensure that daily managerial
direction is a reality, we propose to create a Senior Executive Service post of
Deputy Under Secretary to be responsible for administrative functions, to manage
daily operations and to act in the Under Secretary's absence.

Equally important to top management changed are the Department's plans to
integrate its new trade responsibilities with existing programs in the areas of trade
development, t .de administration and international economic policy.

TRADE DEVELOPMENT

The Assistant Secretary for Trade Development will be responsible for develop-
ing and implementing the Department's programs to assist U.S. firms to export
and to promote the sale of U.S. goods and services overseas. Principal objectives
will be to assist small and medium sized firms to export, to provide better support
with respect to major projects, and to take full advantage of the opportunities
created as a result of the MTN agreements. Four closely associated activities, each
aimed at helping American industry sell its products in foreign markets, and each
headed by a Deputy Assistant Secretary, will be managed by the Assistant Secre-
tary for Trade Development.

1. The United States Commercial Service will form the domestic outreach arm
of our trade development activities with offices across the United States to en-
courage U.S. firms to export and to deliver export assistance services directly to
American business. The Service will build upon the Department's existing Bureau
of Field Operations, but the Bureau's mission will shift to become primarily
export-oriented.

2. The Foreign Commercial Service will be the Department's overseas arm once
the Department absorbs the responsibilities of the Foreign Service Commercial
Attaches. The Department is dedicated to creating a highly professional foreign
commercial corps with one main responsibility: the promotion and support of
American export sales.

3. The Bureau of Trade Development will plan and develop the programs and
services to be delivered by the domestic and foreign commercial services. Working
in cooperation with the policy units, this Bureau will be responsible for information
and assistance programs to ensure that U.S. firms know of the opportunities
created by the IMT and know how to exploit those opportunities. The Worldwide
Information and Trade System, currently under development, will be a major
tool in this effort.

4. The Bureau of East-West Trade will help American firms conduct business
in communist countries, develop and explain East-West trade policy, strengthen
governmental mechanisms for expanding trade with non-market economies, and
expand business understanding of the unique issues and opportunities in such
countries.

Together, these four unite will carry out the basic trade development prorams
of the Department of Commerce. For the first time American business wnll be
able to turn to a single network that extends from domestic field offices to Wash-
ington to overseas posts to get help in dealing with trade expansion.

With integration of domestic and overseas export promotion activities, we can
focus all our Federal resources on the targets that are important to American
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of the MTN codes will be developed and conferences and seminars will be organized
to ensure that U.S. firms know of the wide range of trade opportunities under the
MTN.

We also will work to ensure that U.S. rights under the GATT and other trade
agreements are preserved. In this, we will be assisted by the private sector ad-
visory process (he Industry Policy Advisory Committee and Industry Sector
Advisory Committees), which will provide information and advice on all aspects
of international economic policy and programs.

We will establish a Trade Complaint Center, to which business may bring
questions, complaints and problems regarding the MTN and other trade agree-
ments. A telephone "hot line" will be initiated to facilitate the operation of the
Center.

2. The Bureau of Finance, Investment, and Services will have responsibilities
for examining foreign investment, taxation, services, antitrust, financial and other
inues affecting trade. This Bureau will be the locus of the Department's ex-
panded effort to identify the broad spectrum of international business and eco-
nomic issues that affect U.S. service industries. The Bureau will also analyze
questions affecting multinational corporations, will recommend actions to im-
prove the U.S. investment position, bnd will continue to monitor foreign invest-
ment in the United States.

3. The Bureau of Policy Planning and Analysis will analyze incentives and dis-
incentives to U.S. exports and develop recommendations to improve the U.S.
export position. We will be working also to identify sectoral problems and will
prepare positions for international discussions of positive adjustment and industry
sector issues.

Since trade policies must be aimed at solving the problems of the future, we
will be mounting a major new effort to analyze our competitiveness and to fore-
cat the trade and investment problems of the future.

4. The Bureau of Textiles and Apparel will work closely with the TJSTR on
textile and apparel issues. It will participate in textile negotiations and will assist
the Office of Science and Technology in developing programs to improve our pro-
ductivity and competitive position in those areas.

INDUSTR!AL ANALYSI8

Increasing the vitality of domestic industry is the only way to meet interna-
tional competition. A wide variety of Commerce and other agency programs are
directed toward this objective; however, there is a compelling need for the Fed-
eral Government to develop a stronger and more comprehensive industrial analysis

TeabhDepartment will be taking several steps to strengthen its resources devoted
to industrial analysis. The cornerstone of this upgraded capability will be the
new Bureau of Industrial Analysis. Located in the Chief Econommit's Office, it
will be modeled after our highly regarded Bureau of Economic Analysis and will
provide upgraded and highly professional industry analysis to serve the needs of
government policy-makers and industry.

sUMMARY Awe CONCLUSIONS

By consolidating trade operational responsibilities in an enhanced Department
of Commerce and upgrading our sectoral analysis capability, the Administra-
tion's trade reorganization plan draws upon a major Departmental strength-the
ability to link trade to policies affecting domestic industries, Trade problems are
industry problems, and tmtil we address them as such, we cannot expect a funda-
mental improvement in our trade performance.

These problems will increase in the 1980's. To meet the challenge, we must
coordinate our efforts in such a way as to gain maximum advantage from the MTN,
and adopt measures that will help U.S. industries to increase their competitiveness.

The reorganization provides the essential ingredients: a higher government-wide
priority on trade- concentration of non-agricultural trade implementation respon-
sibilities in one Department; clearer channels for future trade policy decisions;
and a heightened attention to the analysis and solution of the problems facing U.S.
industry.

This reorganization will result in a considerably strengthened Department of
Commerce-one well equlipped to monitor end enforce trade rules in a manner
which will protect U.S. rights while ensuring that U.S. obligations are carried
out; and one better equipped to promote, foster, and develop the foreign trade of
the United States.
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Center.

2. The Bureau of Finance, Investment, and Services will have responsibilities
for examining foreign investment, taxation, services, antitrust, financial and other
issues affecting trade. This Bureau will be the locus of the Department's ex-
panded effort to identify the broad spectrum of international business and eco-
nomic issues that affect U.8. service industries. The Bureau will also analyze
questions affecting multinational corporations, will recommend actions to im-
prove the U.S. investment position, and will continue to monitor foreign invest-
ment in the United States

3. The Bureau of Policy Planning and Analysis will analyze incentives and dis-
incentives to U.S. exports and develop recommendations to improve the U.S.
export position. We will be working also to identify sectoral problems and will
prepare positions for international discussions of positive adjustment and industry
sector issues.

Since trade policies must be aimed at solving the problems of the future we
will be mounting a major new effort to analyze our competitiveness and to fore-
east the trade and investment problems of the future.

4. The Bureau of Textiles and Apparel will work closely with the TJSTR on
textile and apparel issues. It will participate in textile negotiations and will assist
the Office of Science and Technology in developing programs to improve our pro-
ductivity and competitive position in those areas.

INDUSTRuAL ANALTYIS

Increasing the vitality of domestic industry is the only way to meet interna-
tional competition. A wide variety of Commerce and other agency programs are
directed toward this objective; however, there is a compelling need for the Fed-
eral Government to develop a stronger and more comprehensive industrial analysis

The D~epartment will be taking several steps to strengthen its resources devoted
to industrial analysis. The cornerstone of this upgraded capability will be the
new Bureau of Industria alysis. Located in the Chief Economist's Office, it
will be modeled after our highly regarded Bureau of Economic Analysis and will
provide upgraded and highly professional industry analysis to serve the needs of
government policy-makers and industry.

SUMMARY AstJ COYCLUSIONS

By consolidating trade operational responsibilities in an enhanced Department
of Commerce and upgrading our sectoral analysis capability, the Administra-
tiou's trade reorganization plan draws upon a major Departmental strength-the
ability to link trade to policies affecting domestic industries, Trade problems are
industry problems, and tmtil we address them as such, we cannot expect a funda-
mental improvement in our trade performance.

These problems will increase in the 1980's. To meet the challenge, we must
coordinate our efforts in such a way as to gain maximum advantage from the MTN,
and adopt measures that will help U.S. industries to increase their competitiveness.

The reorganization provides the essential ingredients: a higher government-wide
priority on trade; concentration of non-agricultural trade implementation respon-
sibilities in one Department; clearer channels for future trade policy decisions;
and a heightened attention to the analysis and solution of the problems facing U.S.
industry.

This reorganization will result in a considerably strengthened Department of
Coinmerce-one well equipped to monitor end enforce trade rules in a manner
which will protect U.S. rights while ensuring that U.S. obligations are carried
out; and one better equipped to promote, foster, and develop the foreign trade of
the United States.
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September 24, 1979

Dear Member of Congress:

The Foreign Service of the United States which has
served our nation overseas since its birth is in trouble.
As our country operates on an ever-finer edge in today's
complex international environment the need will grow for
the best talent our diverse society can produce to protect
our Nationai interests. Yet there are both immediate and
long term indications of erosion of the Foreign Service's
ability to fill that need.

Of immediate concern, the Administration submitted today
its Reorcanization Plan number 3 which would accelerate the
trend toward fragmentation of our foreign policy apparatus
by transferring trade policy and promotion activities from
State to Domestic Agencies. For the reasons outlined at
Enclosures 1 and 2, we urge you to oppose this hastily-
conceived bureaucratic response to a significant national
problem.

In the broader context, we ask for your support for three
basic principles when you are considering issues affecting
the Foreign Service, such as the proposed Foreign Service Act
of 1979 (HR 4674 and S 1450). These principles, addressed
in greater detail at Attachment 3, are:

First, the role and integrity of the Foreign Service
should be preserved and enhanced.

Second, career employees should be assured a strong
voice in the evolution of the Foreign Service.

Third, the Foreign Service should be compensated on a
par with the Civil Service and receive appropriate incentives
for a lifetime of service abroad.

Thanks for your consideration of the important issues
for the future of our country's ability to conduct effectively
its international relations.

Sincerely,
/ , / ',

Kenneth W. Bleakley
President

Enclosures:
(1)Proposed Export Promotion Reorganization: Views of AFSA
(2)Statement on Trade Reorganization before House Ways and

Means Subcommittee
(3)The Future of the Foreign Service
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The Proposed Export Promotion Reorganization:
Views of the American Foreign Service Association

1. The Administration's hastily conceived proposal to
transfer commercial positions to a Department of Trade
and Commerce creates new operational difficulties without
addressing current problems.

2. The reorganization would actually hurt the prospects
of American exporters in several key waes. Its focus on
government reorgar..zation shifts the emphasis away from
the need to provide export incentives and eliminate disincentives.
It also increases the risk of establishing a protectionist
bias in the USG by consolidating diverse trade functions
into Commerce and STR. This bias could well lead to U.S.
import restrictive actions, provoking foreign retaliation.

3. In terms of impairing our trade promotion efforts,
the Administration proposal would place all of the
government's resources in a beefed-up Commerce Department.
However, that Department's programs, devoted towdrd helping
smaller "new-to-the-market" companies, do nothing to help
push the U.S. company in the heat of competition for a
major contract. While worth continuing, these programs are
not geared toward assisting those firms already trying to
meet increased foreign competition of foreign governments
operating hand-in-hand with the private sector. Commerce
is not structured toward helping U.S. firms win these vital
major projects abroad.

4. U.S. embassies currently provide a variety of services
to American businessmen abroad, services which include
economic reporting and analysis, trade opportunity and
trade barrier identification, economic and political
briefings, analysis of local government policies affecting
investment or operations, and representation with local
governments on trade policy and business issues. These
form an integrated set of activities supporting U.S.
commercial and economic interests which risk being dissipated
if the Commercial function is separated out.
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5. We believe that professionals trained in foreign
languages and culture as well as foreign government
processes and business practices can best assist
businessmen overseas. The knowledge and skills of current
Foreign Service commercial officers can be duplicated,
but it would require time and considerable expense.

6. The Foreign Service is being criticized for policies
and Friorities over which it has little control. If the
U.S. does not have an effective trade promotion effort,
it is because the U.S. Congress and Administration have
not given exporting a high enough priority. The Foreign
Service has conscientiously and effectively handled
Commerce's promotional activities abroad. It has made
a herculean effort to meet the needs of American businessmen
during a period in which trade has grown from less than
a hundred billion to over a trillion dollars, and in which
the multi-national corporation has grown from infancy to
adulthood. During this period, the Foreign Service has
actually lost positions.

7. The health and strength of the U.S. economy and the
integration of domestic and international economic policy
are too important to be dealt with by merely shifting
responsibilities and positions among government agencies.
The Administration's hastily prepared proposal clearly
demonstrates that the Administration has not taken the issue
seriously, has not done its homework, and does not understand
how the foreign economic and commercial policy is currently
conducted abroad and why it has been weak.

8. The American Foreign Service Association wants to continue
to work with the Congress and the business community to
develop truly effective policies and programs to promote
exports. If the proposal put forth by the Administration is
adopted, even in a strengthened form, it will defuse the key
issue of effective policies and programs - issues that should
not be defused. Further, it will raise the costs, reduce the
output, and diminish the quality of U.S. Foreign Economic
Policy and Trade promotion operations.

9/79
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STATEMENT BY AFSA PRESIDENT K:ENNETH W. BLEAKLEY

BEFORE THlE HOUSE WAYS AND MLANS SUBCOMMITTEE ON TRADE

TRADE REORGANIZATION, SEPTEMBER7, 1979

As representative of the largest sinq]e group of

foreign trade specialists in the government, the American

Foreign Service Association welcomes efforts to revitalize

and strengthen trade policy and export promotion. The

decline of the U. S. balance of payments and trade arnd .)f

our share of the international maLket weakens our econorry at

home, costs us jobs and undermines our ability to conduct an

effective foreign policy. For too long the U. S. has paid

too little attention to competing in the international

marketplace and to our trade promotion activities.

Other more qualified withnesses, will undoubtedly

address the underlying causes of the poor Competitive

position of U. S. business today - including declining

productivity and, in many cases, lack of orientation toward

3n overseas market. We wish to concentrate on what can be

done by the U. S. Government abroad to revitalize our

support for U. S. business. The requirements are:

Resources - Over the past decade the numbers of

Foreign Service personnel have actually declined as we have

been asked to respond to a fragmented international political

order, terrorism, narcotics traffic, refugee surges,

burgeoning travel by Americans and the administrative

requirements of proliferating USG agencies abroad. If the

U. S. is to wage a successful export promotion effort we

must take a lesson from our competitors and devote the

people and dollars to doing the job properly.

Priorities - Those of us who work for Uncle Sam

overseas respond to the priorities established by the

Administration and the Congress. Other priorities (environ-

mental and human rights factors, for example) have ranked

high on your lists, trade promotion has long been near the

bottom. You need to raise the priority.

Support Base - Perhaps reflecting the above priorities,

neither the State nor Commerce Departments have given

sufficient support to our trade promotion efforts overseas.

In State, support for the Commercial function is buried in a

subsection of the Economic and Business Bureau. The Foreign

Service Association has made specific proposals to the

Secretary of State to correct this situation. With regard

to Commerce, the single greatest problem reported by our

officers overseas is the failure of the Bureau of Domestic

and Overseas Business necessary to close business deals

abroad. We need to establish better links between our
overseas posts and the U.S. business community.



399

An Integrated Approach - We and our competitors are
learning that effective trade promotion overseas requires the
marshalling of all our resources, not Just salesmanship.
Knowledge of the local market and government, broad ranging
contacts, political insight, language ability, knowledge of
international finaie and regional factors, and diplomatic
clout employing the Ambassador and full Country Team are all
essential to successful intervention on behalf of businessmen.
In many respects trade promotion is no different from any
other diplomatic activity aimed at achieving something of
interest to the U.S. The people and organization to
accomplish this are already in place. What is needed a a

the resources, priorities and support base outlined above
to get the job done right.

In light of the above, the American Foreign Service
Association cannot help but view with dismay, the Administra-
tion's proposal to send yet another agency abroad (one whose
overseas recqrd is singularly unimpressive) to establish its
own bureaucracy. frankly, this appears to us to be a
classic attempt to ;huffle boxes in a reorganization plan
rather than treating the underlying causes of an increasingly
serious problem. It addresses none of the requirements
outlined above. It is a dangerous .eshuffle. Our competi-
tive position overseas is too weak to withstand experimenta-
tion with removing trained professionals in foreign trade
and investment from an intergrated team and substituting
personnel from a domestic agency for occasional assignment
abroad. Equally important, at a time when financial and
resource issues increasingly dominate international relations,
the Secretaty of State must exercise control over the
country's international commercial activities. We are
concerned that the Office of Management and Budget in
ramming through this plan failed to recognize that it
diminishes the authority of the Secretary of State in
dealing with other countries - be they economic powers such
as Japan and Germany or parts of the disadvantaged third
World.

In conclusion, Mr. Chairman, we urge the Committe
to resist the Administration's efforts to alter fundamentally
U. S. operations overseas through an ill conceived Executive
Reorganization. The U. S. cannot afford to jeopardize its
position abroad through failure to exploit the full consulta-
tion embodied in the regular legislative process. Beyond
that we encourage the Adminstration and the Congress to
develop a comprehensive plan to stzengthen the U. S. competi-
tive position abroad and pledge our support for such an
effort.
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Ladies and Gentlemen of the Foreign Service of the
United States and all those who are concerned about the
future of the Service:

I would like to discuss with you today a crisis
which has been developing in the United States Foreign
Service and which if not addressed and solved could
result ultimately in the collapse of one of the vital
institutions of our Government. The Foreign Service of
our country today is called upon to produce women and
men who will serve throughout the world in circumstances
of increasing personal danger and family hardship, to
face problems of bhwildering and growing international
complexity. At the sanm time they are asked to accept
continually eroding benefits and perquisites while
serving overseas -- to labor under pay scales dwarfed by
counterparts in the Civil Service and private industry --
to languish interminably without realistic promotion
possibilities in a system frozen in the ice of bureau-
cratic unenlightenment -- and finally to face a gloomy
and uncertain career outlook continually wrenched and
changed by succeeding administrations.

As we look toward the 1980s and heyond I would
advance four propositions:

First, there will be a growing need for the best
Foreign Service that the United States can muster.
Some suggest we can rely increasingly on occasional
tours abroad by domestic civil servants to protect
our national interests. These minions of OMB and
OPM are wrong!

Second, the Foreign Service is in disarray;

Third, reaffiriimation of the role of the Foreign
Service, strengthening of its professional influence,
and provision of adequate compensation for its
members are urgent national requirements.

Fourth, we the Foreign Service of the United States,
can influence our own destinies and the nation's.

I. The United States will face with increasing
urgency over the next decade the challenge of
defending its interests and maintaining its world
position under military, economic, and energy
conditions in which we no longer enjoy unquestioned
dominance. We will need to rely on the vast human
resources our nation posse!;ses to secure the benefits
t.ue U. S. has enjoyed throughout much of this century.



402

A few trends in foreign affairs may provide an
indication of the kinds of people that the nation
will require overseas in the 1980s and beyond:

-- The linkage of economic issues to strategic
issues is increasing. Issues which cannot be con-
tained within the economic sphere are causing political
and strategic shifts.

Massive migrations of people as a result of
political, strategic, and economic factors challenge
our traditional processes for immigration. This
requires international solutions. Simultaneously, the
protection of American life and property abroad con-
tinues to grow more difficult as a result of changing
life styles, internationalization of corporations and
the shifting strength of the dolllar.

-- The growth of U. S. Government personnel abroad
which took place in a period of affluence must diminish
in a period of austerity. As the need for the activities
these people perform continues to grow, consolidation
among foreign affairs agencies overseas under managers
who understand the wide range of U. S. programs abroad
becomes essential.

We cannot avoid the conclusion that the U. S. will
be operating on a finer edge in the decade ahead than
ever before. This will require an unprecedented inte-
gration of foreign affairs skills. It means that some-
where within the U. S. government there must be a
repository of: accumulated diplomatic wisdom, inter-
national management talent, area knowledge, functional
expertise, and understanding of both the American and
foreign s,,stems. Those p-osessing these requirements
must be re.ady to be sent wherever their country needs
them whenever they are called. If the Foreian Service
of the United States did not already exist, the creation
of one would have to become a national priority.

II. But, the Foreign Service is in disarray.

(1 Its role has suffered steadily accelerating
erosion. Our leadership has failed to get us sufficiently
invol~ued in new areas of international importance. Tra-
ditional functions, like trade policy and promotion
involving over 160 Foreign Service positions, are being
offered to domestic agencies.

(2) The Administration has failed to ask for
and the Congress to provide sufficient staff and
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budget to perform our mission overseas. The Foreign
Service has been compelled to neglect its central
political and economic duties in order to concentrate
limited resources on administration for other agencies
and the fulfillment of expanding statutory requirements.

(3) Executive reorganization of the foreign
affairs agencies has fragmented the leadership and
personnel of State, the Agency for International
DevelopmInt, and the International Communications
Agency. ICA's role as overseas spokesman for U. S.
foreign policy has been limited and the morale of its
Foreign Service people drained by an increasingly
domestic oriented bureaucracy. AID has taken its
personnel reductions from the Foreign Service while
maintaining its domestic staff. Its new parent Agency
contains not a single position for the Foreign Service.

(4) The Foreign Service has failed to attract
sufficient numbers of women and minorities.

(5) Our Staff Corps, without which we cannot
function overseas, has been victimized and ignored to
the point of rebellion.

(6) Our system for assuring a steady flow of
just and honorable retirements has collapsed under
the neglect of successive administrators. As a result
the people who must supply the foreign affairs leader-
ship for the '80s find their careers blocked and
opportunities for career development limited. Some
of the best are opting out. Many find their motiva-
tion toward excellence being sapped away.

Our profession is not well understood in the
United States. Execution of U. S. national policies
in support of freer trade, expanded admission of
refugees, assistance to the underdeveloped world,
compromise with our adversaries in the cause of
peace and telling the truth about how we are viewed
abroad are not always popular acts at home. We
serve the policies determined by our political masters,
whether the policies are popular or not. In turn we
rely on that leadership to protect us. Sometimes
they fail us and the nation suffers. We, the Foreign
Service of the United States, owe it to our country
not to let that happen now.

Unfortunately, the very factors which contributed
to the erosion of the role of the Foreign Service
hurt our ability to unite, compromise our particular
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interests and speak with a common voice. lie have over-
emphasized our differences -- specialty cones, agency, sex,
race, family status, employee versus management and staff
versus officers. This leaves us vulnerable to attack from
outside the Service. It destroys our case for an integrated
approach to foreign affairs. It sets interest group against
interest group in a dangerous cycle in which we are all the
losers. Time and again it causes us to be eloquent on what
we are against and silent on what we are for. We need to
start telling the Administration and Congress what has to be
done to make the Foreign Service whole again.

III. The process starts with our charter -- The Foreign
Service Act of 1946. Though this document has been amended
frequently through the years to adjust to changing times,
its emphasis on excellence in pursuit of our nation's
objectives remains fundamental to our profession. More than
30 years after our Act's passage, the Civil Service Act of
1978 sought to capture the same concept in the establishment
of a highly competitive Senior Civil Service.

Many of the problems facing the Foreign Service today
could be cured by returning to the principles and procedures
of the 1946 Act from which successive administrations have
strayed. We would have preferred for this Administration to
have moved vigorously two years ago to halt the erosion I
just outlined by using the ample tools available under the
Act.

They argued instead that the need for fundamental re-
affirmation of a separate Foreign Service in the light of
the Civil Service Act was great; and, that the amendments
needed in the light of legal challenges to our system were
extensive. State's leadership chose to propose a new Act
.hose initial formulation was so flawed as to be almost
universally unacceptable throughout the Foreign Service.

The Foreign Service responded with detailed, well-
reasoned criticism of the proposal, and the Secretary of
State listened. The Bill submitted by the Administration
to the Congress in June, while still seriously deficient,
is a substantial improvement over the earlier draft and
closely parallels the 1946 Act. It contains many positive
features.

Now, the arena for change has shifted from this
building to Capitol Hill. The Congressional Committees
directly responsible for the Bill have made clear their
intent to listen to what we have to say about it.
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A strong, unified Foreign Service has an opportunity to
shape its own destiny. Erosion of the Foreign Service of
the United States stops herel The elected Governing Board
of the American Foreign Service Association has voted
'unanimously to present its own legislative proposals to
forge the kind of Bill necessary to provide a mandate for
the Foreign Service for the remainder of this century. In
arriving at this position we have had resources unavailable
elsewhere in the U. S. Gcvernment:

-- Hundreds of individual analyses from most of
our overseas posts;

-- Extensive formulations from a series of open
meetings and Association task forces in Washington;

-- Cogent comments from the Secretary's Open
Forum Working Group on Professional Concerns;

-- And testimony from individuals, employee
interest groups and the American Association of Foreign
Service Women on the Hill.

Some of these analyses were contradictory. All
contained three essential principles for which we will
fight and we will win:

First, the role and integrity of the Foreign Service
must be preserved and enhanced. 'he threatened loss of the
commercial function is but the latest in a series of events
which highlight the need to reaffirm the role of the career
Foreign Service as an institution for which there is no
credible substitute within our government.

-- Both in the General Provisions of the proposed Act and
in its legislative history, the Congress should reiterate
and the Administration support a Foreign Service of the
United States which: (1) advises and assists the President
and Secretary of State in the formulation of foreign policy;
(2) conducts the full range of U. S. Government civilian
affairs overseas on behalf of the principal foreign affairs
agencies and those with major foreign affairs concerns.

-- This will require that there be maximum uniformity of
personnel management, particularly of the Senior Foreign
Service, among the individual agencies operating abroad.
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-- The ranges for our system of intake into the Service,
career development through the middle grades, and intake
into the senior ranks, as well as just, honorable and
secure retirement must be predictable and controlled.
Only in this manner can we end the vagaries of successive
managers, commissions and boards. In particular: (1)
The present loopholes in the legislative history accompany-
ing Section 321 must be closed so that the ostensible 5%
limit on non-career members of the Senior Foreign Service
is legislative reality; (2) Section 602 (b) should be
revised to create a legislative requirement for rational
management of the personnel system as an integrated whole.

-- The Staff Corps' indispensable contribution must be
recognized and ample opportunities for the professional
development of its members assured. In particular: (1)
The grandfather provision tnder Section 642 for applying
selection-out for substandard performance to Staff Corps
must be extended to ten years; (2) Authorization for
training and excursion tours must be expanded; (3) The
setting and adjustment of time in class under 641 must be
negotiated to prevent, for example, present FSRU Com-
municators from being subject to provisions not affecting
their FSS counterparts.

-- The changing roles and aspirations of families of our
overseas employees must be an integral part of a compre-
hensive improvement of the quality of foreign service life
for all.

-- Ultimately, the preservation and enhancement of the role
of the Service can only be accomplished if the Administration
attaches a much higher priority to persuading Congress to
provide the financial and personnel resources necessary for
us to accomplish our mission. We can no longer survive by
alternately shifting resources from one important activity
to another, whether it be reducing political reporting to
provide administrative service or limiting Staff Corps
training while providir.n it to families. The United States
cannot continue to maintain a strong international diplomatic
position in the complex world of the '80s by deploying less
money and fewer people than it did in the '50s.

Second, career employees must be assured a stronm voice
ir the evolution of the Foreign Service. The proposed Act
will give foreign affairs management broad new authorities
for administering the Foreign Service. While we know where
we stand under existing legislation and Executive Orders,
the authors of the Foreign Service Act of 1979 have not
provided a concrete plan as to how these new authorities
would be implemented. We also need to guard against possible
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political abuses in the future. Therefore, the safeguards
of an effective employee organization are essential if there
is to be a new Foreign Service Act.

-- In order to play a creative, responsible and influential
role, our employee organization must be as broadly based as
possible. This means: (1) We see no r-ed for exclusions
beyond management officials and confidential employees as
defined in the current Executive Order; (2) The proposals
for additional exclusions of inspectors, security and other
personnel identified as "Confidential Employees' must be
minimized in legislative history and in practice; (3)
Further erosion along the lines of Title VII of the Civil
Service Act would be intolerable.

-- We cannot accept limits on the scope of bargaining beyond
that accorded the Civil Service. Indeed our unique and
essential rank-in-person system and the special demands of
career service abroad require the broadest possible nego-
tiating mandate. We must be able to negotiate in advance
the implementation of such provisions of the bill as: (1)
precepts for tenure, promotion and selection out; (2) defini-
tion of concepts such as "worldwide availability" and "the
needs of the Service"; and (3) ranges affecting essential
conditions of employment such as lateral entry, time-in-class
and promotion rates.

-- We cannot accept the imposed monopoly on grievance
representation unless we are provided additional resources
and are totally protected from Congressional efforts to
reduce further the size of the proposed bargaining unit in
the name of preventing conflict of interest.

Finally, the Foreign Service must be compensated on a
ear with the Civil Service and must receive appropriate
incentives for a lifetime of service abroad. If we are to
attract, develop and retain the talent we need from all
segments of our society, they must be able to make reason-
able predictions about their futures in the Service. They
must also receive tangible benefits for pursuing a career
which takes them away from home for much of their lives,
exposes them to hardships and dangers and frequently thrusts
incredible responsibitlies on them.

-- For the Staff Corps this means: (1) compensation built
into the salary structure for the "overseas factor" and a
renewed assessment of the extra responsibilities they assume
abroad; (2) authorization for reimbursement for local duties
and taxes overseas for employees excluded from the diplomatic
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lists; (3) authorization for our secretaries and communicators
to be compensated for the long hours they are regularly on
standby duty.

-- For officers it means full implementation, as established
by law, of the professional Hay Associates Study which demon-
strated the chasm between Civil Service and Foreign Service
pay. We stand for establishment in law of the ten class
system below the senior ranks linked to the GS scale at the
points outlined in the Hay Study. The legislative history
should prescribe that the new class will be at the level of
tenured FSO-6.

-- For the Senior Service it means: (1) an end to exclu-
slon from hardship pay for Ambassadors whose lives are on
the line abroad, and (2) compensation ranges on a level with
the Senior Civil Ser-ice.

-- The Service is divided on the question of "performance
pay". Since it is the only means now available for providing
equitable compensation for our senic: ranks, we will not
oppose its enactment. It is essential that there be gua-
ranties of its protection from political abuse and impartial
distribution through the Selection Boards. :Je must emphasize,
however, that it is not financial incentives but the standard
of excellence which has provided our real motivation for
superior service since the days of Jefferson, Adams and
Franklin.

The Foreign Service Association has specific proposals
for achieving each of the above. In my testimony before
the House Subcommittees September 27 and as legislative con-
sideration proceeds, we will continue, with your help, to
press for an outcome which guarantees all three of these
essential conditions.

If we are satisfied that all three conditions have been
met, the Association will support the Bill

IV. Ladies and gentlemen, the days of decision about our
futures and indeed about America's ability to conduct an
effective, professionally executed foreign policy are upon
us. Each of us can help to shape our own and our nation's
destiny. You have already taken the first step by demon-
strating through your presence here today that the Foreign
Service does care.

-- If you are not already a member of the Association,
please join us. We are pushing our resources to the limit
and need your help.
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-- If you want to get more directly involved, all our
committees and meetings are open to anyone who wishes
to participate. There is no limit to the amount of work
yet to be done.

-- All of us, in and out of the Service, need to get the
message to Congress that they must act now to preserve
the Foreign Service of the United States.

-- Though the Association stands alone, we have not given
up the fight to keep trade policy and promotion where
it belongs, in the Foreign Service. You can help by
contacting the Congress directly or through business
and other colleagues.

-- We can all reach out to broaden the base of our service
by individual recruitment efforts, particularly of out-
standing minority and women candidates for tihe career
service.

Together, we can shape a Service dedicated to
excellence, representative of the best of our diverse
society and capable of advancing United States interests
around the world for the remainder of this century and
into the next.
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7921 Hatteras Lane
- -.. Springfield, Virginia 22151

September 10, 1979

The Honorable Abraham Ribicof c,'-
Chairman
Government Affairs Commlttee
United States Senate S

Dear Mr. Chairmlan'
aj'n !n .C.. . .. _

I urge you and the members of your Committee to vote
against the President's proposed reorganization of the
foreign trade functions of the U.S. Goverrnent.

Based on my 12 years' experience in the Foreign Service,
nearly all of it in economio au;d commercial work (in Lurope,
Africa and the State Department), I am convinced that the
proposal to transfer the operational direction of most of
our economic and commercial representatives abroad to the
Commerce Department will damage our foreign economic policy
and the effectiveness of government support for U.S. exports.

It can be argued that the purely trade promotion
function overseas -- organizing promotional events, a'visIng
businessmen, contacting buyers (in ron-Communlst countries) --
is not a government-to-government activity and thus need not
be closely integrated into U.S. foreign policy. But the
interpretations of the President's proposal by OMB, Commerce
and STR now go beyond changes in the trade promotion function
overseas. These agencies seek the transfer of hundreds of
both oommercial and economic policy positions. These
positions are now filled by career diplomats who report on
foreign government policies and articulate U.S. policy to
those governments.

The damage can be summarized as follows.

littinR U.S. hfbassles. Over half of the issues
arising between the U.S. and many foreign governments are
principally economic in content, and many of these issues
affect trade policy. They are invariably politically
significant as well. No fAbassadolr no matter how skilled,
needs the *etra burden of a political section manned by one
Department and an economic section manned by another.

Analogies with the representatives of other agencies
do not fit. Military attaches, agricultural attaches, CIA
liaison officers, AID administrators and the like are not
normally called upon to prepare or present U.S. offioial
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views on general economlo end politioal issues. The State/
Agriulture agreement of 1955, for ezemple, olearly assigns
intergovernmental negotiations to State. Cosmeroial and
econotmi policy is a much broader field than any of these
other specialties, and should be fully coordinated with
our other forelgn pollcies.

loP1p MTN uIplementationo Protecting U.S. interests
under any agreement involves three main functions: determinlng
preoisely in what ways a foreign government Is not adherlng
to its co litmentol preparttion of policies in light of the
forelign government's possible reactions; and execution of
the pollcy effectively and without unduly daiagirgother
U.S. interestse Performing these functions for the MITN
agreements will be a sensitive diploatico aotivity with
multilateral implioations, requiring policy skills quite
different from the skills needed for trade promotion. If
the U.S. does not make its IMTN policies an important part
of U.S. foreign policies toward our trading partners, It
will become a neglected and ineffective afterthought of
trade promotion.

neffective ResPonle to prters e Comp larnt n my
p nc, ne en oplants wth oeral repre-

sentation abroad fall into two oategorleel (1) dissatisfaction
with the tim or facilities coomeroial officers can offer
them (i.e., shortage of staff or money), and (2) U.S.
foreign policies which they believe hurt U.S. business
interests in a given country. OKB can resolve the first
problem without a reorganization, and the proposed
reorganlzatlon will make the second problem worse.

Businessmen's policy oomplaints against the State
Department or an Babassy abroad generally reflect the
results of policies approved by Washington. The reorganization
proposal would make State less responsible for the effectiveness
of U.S. export policy, which will most likely make the State
Department less sensltlv' to business needs, and make our
foreign policies even less consistent with our economic
interetse. Some Ambassadors and Seoretaries of State are
lese interested than others in the fate of U.S. business
abroad, but their attitudes will not be iaproved by permanently
reorganizing econoemi concerns out of their hands. The
Secretary of Coameroe will probably never have the same
knowledg4and access to the President on foreign polioy
iesues ad the Seoretary of State. There ia only one solution8
hold State aocouxtable for the economic effects of forellp
polioleb. To be held accountable, State will need operational
control over both the econooic and political components of
forelgn policy.
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Act onflot with th e For lran Srol . toDoth' the resent
Act und the proposed !,vtsion are desin to produce a
single service responsible for defrending the U.S. national
Interest as a whole -- including the representation of
different groups within the U.S. The U.S. does not need --
and cannot afford -- the absurdity of a separate Foreign
Service for every major interest we have abroad. Vho's
next? Will Justice take over issuing visas and passports?
GCA take over administering Ubbassies? CIA Wake over the
remaining political reporting? Don't we need independent
Transportation Attaches? Shouldn't the Soolal Security Admini-
stration be mailing out Its own checkst Will STR take sone
economic policy jobs for itselft ow many of these agenolies
will try to teach their people multiple languages, require
extra reserved cars in each aSbassy motor pool, or establish
larger bureaucracies In Washington and new coomunications
channels tj serve their own people abroad (hut not representa-
tives of other agencies)?

Weak Recruitment. Up to now, Foreign Service Officers
with eduostion and experience In trade promotion or
economico policy have been encouraged to mace and continue a
career in the Foreign Service. If Congress passes the
reorganizqtion proposal, these officers will have three
optionst Join the Commerce Department, perform non-economic
work in the Foreign Service (at a competitive disadvantage
with administrative, consular and political officers), or
leave the government. The illusion being created by OKB,.
that Foreign Service economists and commercial officers
can drift along in State while on more-or-less indefinite
detail to Commerce, is less than honest -- very soon the
indecisive officers will find few assignments and subsequently
no promotions available. Those of us who have worked with
Commeroe for years Just do not believe that agency will
treat us better than the sorry way. it treats its own
people, or that Commerce will develop a capacity for
formulating intelligent foreign policies.

Over the long run, efforts to recruit new blood will
only be able to compete effectively with the Foreign Service
examination process in obtaining highly qualified oareer
people if Commerce somehow succeeds In duplicating the
existing Foreign Service.

Poor ManaTement. Testimony by hcIntyre of' ORB and
Hodges of Commerce on this proposal has - frequently ignored
the official views of the State Department (which must
support the President's decision), to say nothing of the
views of the people most affected (which do not). One oan
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only assume that the plan will be executed ao badly as it
has been prepared and presented, and with 'he same disregard
for the views and interests ot those who arb aotually
qualift to do the work.

Ryen an Intelligent reorganization would be no
substitute for sound policies and management. But this
plan was prepared and approved without intorued consideration
of its oonseruences, and both U.S. econoaic polcy and the
*anagesent of U.S. foreign relations will be han!icapped
by it. I urge you to reject it.

Sncerey youre,

Henry Clar'e

50-490 0 - 79 - 27



414

NATIONAL TREASURY EMPLOYEES UNION
Suite 1101 - 1730 K Stret, N. W.
Washington. D.C. 20006 (202) 785-4411

The Hon.rs 1. Abraham A. Ribicoif
Chairman, Governesntal Affairs

Commfl ctee
3308 Dirksen Senate Office Building
Washington, D.C. 20510

September 1 3',GjS iMEHNTAL AFFAIRS COM!..

VSEP13197 2

L .$nm~T ....... 2E'5!0

Dear Senator Ribicoff:

We thank you for permitting us to submit a statement supplementing the
record of your hearings on S.337, S.891, S.937, 5.1471, and S.1491, to reorga-
nize trade functions.

The National Treasury Employees Union represents 115,000 Federal workers,
including all employees of the U,S. Customs Service. These Customs workers
would be affected by the trade legislation your Subcommittee is now considering.

This legislation would remove func:io;:-'-.a:.in& to :.-.de and revenue
collection from the various agencies in which they are currently lodged and
would place them in a new government agency.

Our union is firmly opposed to the removal of any of the revenue func-
tions that are performed by the U.S. Treasury Department. The assessment and
cullestion of revenue has always been a respornsibility of the Treasury Depart-
ment. To reassign those duties to a new department would discard 200 years
of experience in revenue collection and needlessly disrupt vtat is now an
orderly and overall efficient avw enforcement process.

With regard to the specific questions raised by your Subconmittee concern-
ing unfair trade statutes, we offer the following:

1. "'hat is the basic rationale for the transfer of ;)art of the
responsibility for antidumping and countervail'.g duty
functions to a new Department of Trade and Commerce?
In other words, what short comtngs of the present
division of resposibli!::es be:-'een the .reasury
.era:-.&.: an? .r.:ern::n: -.raeG k "--:-C:or,BESrre te reCOPY AVAILABLE-
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It seems to us that veatever shortcomings others hae perceived in the
present process would be exacerbated by further division of the respoasibi-
lities for enforcing the antidumping and countervailing duty lavs.

These laws were both enacted to protect dometic industry, and the U.S.
Custom Service wvas entrusted with enforcement of them pursuant to its role
as the guardian against the illegal or harmful importation of goods and
mrchandise.

Under the antidumping statutes, Customs is responsible for responding to
complaints that a shipment of goods from a foreign nation is to be offered for
sale in the United States at an artificially low price. A foreign country
might lower the selling price of goods for export through subsidies to a man-
ufacturer in an effort to create a market abroad and/or to atimulate an in-
dus try,

After the complaint has been lodged, Customs employees must determine
whet;ler or not the merchandise is being sold at the fair market value. This
assessment is an extremely complex one and involves determining the cost of
production in the foreign country and factoring in local economic information
such as how industry sells its goods, how it determines costs, how its
workers are compensated, and many other matters. Especially in a controlled
economy that does not determine the value of labor or goods through the
interaction of supply and demand, this "f.-rke:" de: -- ir.a:'on is a very
difficult procedure.

Once the investigation is completed by the Customs Service, the International
Trade Commission determines whether or not the importation of the subsidized
merchandise is actually harmful, to US, industry.

After this research is completed, a recormmendation is sent to the Secretary
of the Treasury who makes a finding of whether or not illegal dumping has
occurred. If the finding is affirmative, then the Secretary levies an extra
"dunping" duty, which is the amount by which the merchandise falls short of
its fair market value,

The legirlation under consideration by your subcomnittee would further
fragment this process and make it inefficient and unwiedly. It would separate
the processes of assessment and enforcement and in so doing would undercut
both. As it is now, the technical branch of Customs, which investigates anti-
dumping cases and the employees who enforce the determinations are in frequent
contact with one another and rely upon each cther to axchange information and
imiepsent po.icy. o p:sce the i:vesiga:ti- 'ur.c-:frn i. £r, .ge-nc' o.her thsn

Customs would avr:a.: assure~ -:,.acre. ;'_f an-r.-.i;~t&'2:. ar -
f.UFl.n amon :rcse res-onsi: _t r Luanc rsrt 3r:.ca-m. n a.

BEST COPY AVAILABLE
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2. rdhither or not the functions are transferred, how
should antidumping and countervailing duty operations
be structured and staffed to avoid present deficiencies?"

The so-called deficiencies in the administration ol these statutes are
no more than a strict adherence to the lavews as they were written. It seems
to us that Congress has already taken a major step toward improving the
deficiencies by streamlining the present procedures which are nov in exis-
tence. To then take these functions out of the Treasury Department, which has
developed the expertise to enforce these laws over the years, is tantamount
to taking one step forward and two steps backward.

A more efficient and expeditious way to implement these statutes would be
achieved if, instead of removing the functions frou the Treasury Department.
the Congress sought instead to increase the personnel in the Customs Service
who are responsible for enforcing the antidumping and countervailing duty
laws.

3. "If there is a transfer, how would the policy opera-
tion in the new agency interrelate with the basic data
end investigative resources that would remain behind
in the Customs Service?"

As ve have stated, it is our belief thitthe oost cff'ciert and effective
way to administer laws as complex as those regulating antidumping and counter-
vailing duty is to keep all the related functions in the Treasury Department.

The U.S, Customs Service has been recommending the disposition of anti-
dumping and ccuntervailing duty cases since those laws were passed. It has
developed expertise and knnwledge in the area, as well as the practical a:'-
lity to implement the policy determinations at the workplace. Customs person-
nel at the docks and airports recognize "dumped" goods as well as merchandise
requiring a countervailing duty. They are kept apprised of new findings by
their colleagues in other branches of Customs.

There are historical and practical reasons for maintaining these functions
in the Treasury Department, But beyond these, there is always a tendency among
groups of people to share information where there is a community enterprise,
where there is a common goal the group is striving to achieve. Conversely,
there is a tendency to develop a rivalry with another group or organization
when functions are divided. Thus, to split the countervailing duty and
anti-dumping responsibilities between the proposed new Department of Trade
and Conmmerce anc the Treasury Departmenr, iF t invite factionalis- and :-o-
peti:ior. rathe: th. t-.e cooperacic. and free flo:' f iforn. :ic : : no
ec:s:s oe:vet-. ;,e . .-_r; sra. hcs rEas.' :s; arT' -t fur.::_.n5ner ~ tnR se laIL s

091t -COPYAVALABLE
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4. "If a new Department qf Trade and Comrrce is to make
injury determinations under Section 337. should it not
also make injury determinations under the antidumping
and countervailing duty statutes?'

The short answer to this question is, "No." One injury determination
is not the same as another injury determination, and there is no effective
rational for assigning different kLnds of determinations to any one agency.
An injury determination under the antidumping and countervailing duty statutes
is a necessary prerequisite to a finding of dumping or harmful countervailing
duty. If there is no injury to a United States inductry, there is no dumping
and no need for countervailing duty. To suggest separating the injury deter-
mination from the rest of the investigation now performed by Customs is like
proposing that one person break the eggs, a second scramble them, and a third
cook them. To put it briefly, dividing a function such as a dumping investi-
gation into numerous disparate parts is to complicate the process unnecessarily
and to introduce the possibility for communications breakdowns and delays.

We have one additional coament on H.R. 4691. This legislation sets forth
a one year period of save-pay and grade for displaced employees. The Civil
Service Reform Act of 1978 mandates a two-year grace period for employees who
are downgraded as a result of an agency reorganization. To enact this Section
of H.R. 4691 would be to deny only to Customs employees the benefits of ex-
isting law. As-

In summary, our union is opposed to -liose portions of the bill that would
remove antidumping and countervailing duty functio. from the Customs Service
which is familiar with these laws and has always administered them. To
fragment their Administration between Customs and Commerce is to invite dis-
ruprion and chaos in an operation that has functioned well.

Sincerely,

0-7
Vincent L. Connery
National President
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PRS THE HONORABLE ABRAHAM A RIBICOFF

CHAIRMAN, SENATE GOVERNMENTAL AFFAIRS COMMITTEE SEP
3308 DIRKSEN SENATE OFFICE BUILDING Jl tU T L.
CAPITOL HILL DC '.SHINCTO.L, C.

DEAR SENATOR RIBICOFF:

THE NATIONAL ELECTRICAL ACTURERS ASSCA N URGES

THE SENATE GOVERNMENTAL AFFAIRS COnMITTEE AN GRESS TO
TRANS;FER THE ADMINISTRATION OF THE COUNTERVAILIKG DUTY ACT

AND THE ANTIDUMPING ACT TO THE DEPARTMENT OF COMMERCE EXCEPT

FOR THE DETERMINATION OF MATERIAL INJURY WHICH SHOULD REMAIN
WITH THE INTERNATION,'L TRADE OIMMnISSION. INVESTIGATION TO'

DETERMINE WHETHER THERE HAVE BEEN SUBSIDIZED IIPORTS OR '.

DUMPED IMPORTS INTO THE UNITED STATES SHOULD BE MADE BY A

GOVERNMRENT AGElCY WHOSE FUNCTION IS CLEARLY TO ADMIIISTER

UNITED STATES LAW VWE FEAR THE OFFICE OF SPECIAL TRADE

REPRESENTATIVE MAY ENCOUNTER A CONFLICT OF INTEREST IN UNDER-

TAXING FAIR AIN IMPARTIAL DETERMINATIONS OF FACT IN CASES
WHERE STR HAY BE SEPARATELY NEGOTIATING VITH TIE SAME COUNTRIES

CONCERNING TRADE CONCESSIONS. THE DEPARTMENT OF COMMERCE
WOULD NOT BE SUBJECT TO SUCH POTENTIAL CONFLICTS AND VE

THEREFORE, URGE YOU TO TRANSFER THE INVESTIGATIVE FL'CTION TO
THE DEPARTMENT OF COMMIERCE,

BERNARD H FALK

PRESIDENT ;

NN#N
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AMuicAN 'Fas BURUAU F!DIERATION,
WASHINGTON O1iCR,

WasAinon, D.C. Jul/ N, 1979.
Hon. Aau~ Rmlzcor
Chnums, Conmmite on dorm.nmnW Affairs,
U.S. ,* Wasoinuons, D.C.

DEAx Ms. CHAIRMAN: Farm Bureau has strongly supported both the Multi-
lateral Trade Negotiations, while they were in progress, and the trade package
which resulted from these negotiations. We are now most interested in the sucomes
ful implementation of the legislation and trade treaty which the Congress has so
overwhelminly approved.

Suoessful Implementation will require a reorganization of governmental trade
funotions and responsibilities The American Farm Bureau Federation has these
comments on the needed reorganization of the federal government's international
trade functions:

(1) We believe that effective reorganization can be accomplished without the
establishment of a new cabinet level department.

(2) We oppose transfer of the Foreign Agriculture Service (FAS), or any of its
functions, from the U.S. Department of Agriculture. Farm Bureau played a
leding role in the transfer of agricultural attaches from the Department of Btate
to the Department of Agriculture some years ago. Also, we strongly support the
effeotive market development work that FAs and cooperating industry groups
are doin.

(8) We do nc' want to see the Offlod of the Special Trade Representative
diminished in status or effectiveness. It essential to have a strong government
trade unit in the White House not only for trade negotiations with foreign govem-
mente but also for the coordination of trade policies within the Executive Braneh.

We appreciate the opportunity to offer these comments.
Sincerely,

VwRmB R. Gasson,
Dirsdor, NauiMi A1aire.

STATr zNT O0 GTE PRoDUCTS CORPORATION

GTE Products Corporation ("GTE") is a wholly-owned subsidiary of General
Telephone & Electronics Corporation. GTE manufactursr and markets a wide
variety of products and services in the United States and in foreign countries to
the private (consumer and commercial) and governmental sectors. GTE imports
and exports articles in both finished and unfinished states; it competes in markets
that are sensitive to import competition and in markets that present significant
export opportunities. GTE employ nearly 100,000 persons in its domestic and
internmational operations; its sales during 1978 were 4.1 billion.

GTE supports the ^oncept of coordinating, in an executive department of the
Government, the United States trade policy functions presently spread among
fifty or more Government entities. We believe that the Department of Commerce,
with appropriate restructuring and streamlining, could serve as that coordinating
Department. We also believe that the successor entity to the Office of Special
Trade Representative should act as a separate watchdog agency to help assure
that the United States receives the benefits it bargained for in the Tokyo Round
of the Multilateral Trade Negotiations.

At the same time, we urge that the responsibility for administering and enforcing
the antidumping and countervailing duty laws should rest entirely with an inde-
pendent regulatory ageny, such as the International Trade Commission ("ITC"),
as free as possible from pressure to use U.S. trade law as a foreign policy tool.l We
direct the thrust of our comments to this latter point as well as to other matters
concerning the effect of trade reorganization on unfair trade practices.

The responsibiUty for finding "'es than fair value sales" in antidumping cases
and for determining the existenoe of a subsidy in countervailing duty caes should
not lie in a poucy-making Government agency. Because the Trade Agreements
Act of 1979 liberallMe the antiduping and oountervailing duty laws, arguably
making it more difficult to protect domestic trade against unlawful dumping and
subsidies, it is important that an independent body be available to enforce these

dSue h uan ndependent regulatory aeney could be hound In the tmde poli-makina
dopartment In the way that thee eral Enery BeWulatory Common s a rt

ot the Deputment ot nergyw, buutIt should not be iinueed by the hoet departmen
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laws in strict conformance with their provisions.' In addition, a policymaking
executive department would be more prone to twist the intent and meaning of
the antidumping and countervailing duty laws in the name of trade policy than
an independent regulatory agency. A case in point is the way in which the Depart-
ment of Treasury, an executive department, has for over ten years almost entirely
thwarted the result of the dumping finding against certain television receivers
from Japan.$

The behavior of the Department of Treasury in this matter and in its adminis
tration of the antidumping and countervailing duty laws has been the subject
of serious congressional criticism.'

We sugst that the most -pactical way to avoid politicizing enforcement of the
antidumping aid countervailin duty laws would be to end the present approach
of bifurcating the findings of eusidy or dumpingby the Department of Treasury
on the one hand, and the findings of injury by the International Trade Commission
on the other hand.' The ITC, an independent regulatory agency should be respon-
sible for finding both "less than fair value sae" and resulting injury in anti-
dumping cases, and both subsidy and resulting injury in countervailing duty cases.
If this suggestion were implemented, we see no reason why the U.8. Customs
Service could not provide the ITC with the same information with respect to
antidumping and countervailing duty matters which it presently provides to the
Department of Treasury in such matters.

With respect to the unfair import practice provison of the Tariff Act of 1930
(section 337), we believe that the wime independent regulatory agency assigned
responsibility for antdumping and cun tervailing duty matters should administer
section 337. Again, we suggest that the ITC, which has aggressively administered
section 03 of the Tariff Act of 1930 and the Antidumping Act of 1921, retain its
setion 537 jurisdiction.

In summary, while GTE endorses the formation of a central policymaking
trade department, we strongly urge that an independent regulatory agency
administer enforcement of antidumping, countervailing duty and unfair import
practice laws as an important counterbalance to the institutionalization of trade
policy matters.

NATIONAL COUNCIL or FARMER COOPERATIVE,
on. A H A. Wahington, D.C., Auguet 16, 1979.

Hon. ABROAHA A. RIBICOIF,
Chairman, Commipee on Govmernenl Affair,
RuueUl 8Sena Ofice Building,
J.8. Benwd
Wahingons, D.C.

DEAR MR. CHARzMAN: We share the concern which you and other congressional
leaders have recently expressed, that trade and other international economic
policies and programs be coordinated and implemented in the most effective
possible way. Thi need is vital to gain the maximum possible benefits which the
recently completed Tokyo Round will permit, and to build further on the progress
made during this historic round of world trade negotiations. U.S. agricultural
interests are especially concerned with the potential opportunities for expanded
exports which the new codes and other trade barrier reductions make possible.
We need a strong, well-coordinated effort to expand our exports and achieve a
better trade balance which is in the interest of world economic stability and U.S.
economic health.

This is not to may that It would be inappropriate. for ezample, for a poleykmaklng
agency to settle an antidumpitn ese by accepting an undertaking by the defendant to
eliminate completely the injurious efect of the dumping. However we believe that the
authorlty of telh an agency should be limited to cases where an independent body has
irst determined that the market place result on which an undertaking is predicated
will be reached.

B'en the alUegations met forth It Coms4ttee to Preserve Amerooss Color Teleov4eon
( b.& COMPAT). e al. v. W. MOAeI BleumtstAol et a.l Case No. 7T-1207 (D.C.D.C.,

~dec~ed June 206, 1979) ; e a pdi, No. 79-1948. D.C. Cir.
ee . ept. No. 9i6-9, 96th Congress, lot eusion. (1979) pp. ,6-77 and HL Rept.

No. -17, 96th Confrew. lot esion (1979), p. 9.
a Be Recommendaion No. 7-4 of the Administrative Conference of the United States,

e9 Federal R ter U4A6. 4M7?.
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You have had many constructive suggestions for achieving this stronger and
letter coordinated U.S. trade program. We are pleased that all major proposals
recognize the effectiveness of our agricultural export programs, and understand
that the U.S. Department of Agriculture should retain its vital role in this process.
We endorse the encouragement of more agressive overall U.S. export programs,
through this proven type of government-private cooperation.

U.8 . agricultural interests have consistently sought to insure that our national
trade policy and our overall international economic posture fully recognize the
needs and the special problems which farmers face in international markets. The
Office of the Special Trade Representative has traditionally been open and re-
sponsive to consideration of these needs, and we support the expansion of a U.S.
Trade Representative's role in policy development and coordination. We also
believe this role should include oversight authority for key elements of implemen-
tation/enforcement activities, including countervailing duty and other especially
sensitive import relief measures.

We strongly support the Administration proposal that the Trade Representa-
tive's Office be given broad policy managem,.nt related to monitoring and resolving
international trade disputes. Operational funci.ons such as day-to-day monitoring
and analytical and staffing support can be left with the appropriate departments.
While we agree that an expanded export promot' ,n effort for non-agricultural prod-
ucts would be an appropriate function for an expaaded Department of Trade and
Commerce, we believe that the U.S. Trade Repreheantative in the Executive Office
should clearly be designated as the national %trade advocate" and one who has
the major responsibility for assuring the U.S. of a "consistent trade policy,"
as called for by Senator Russell Long on July 27.

We endorse, too, Administration proposals to strengthen the role of the Trade
Representative in conducting all trade negotiations, including representation to
the General Agreement on Tariffs and Trade; coordination of international invest-
ment policy, energy trade issues, East-West trade policy; and participation on
the National Advisory Committee on International Monetary and Financial
Policies.

While recognizing the commendable objectives of limited staffing of a White
House Trade Office, we believe that a substantial increase in the budget and staff of
the office would be essential to carry out its expanded functions. Although the
details of many day-to-day administrative functions can be carried out within the
involved cabinet departments, the additional vital policy and enforcement coor-
dinating and oversight roles would require such an increase in order to be effective.

Finally, in dealing with the problems of effective coordination and implementa-
tion of existing agreements and laws, we should not lose sight of the urgent need for
further negotiations which will continue to improve the framework for more open
and expanding world trade and other international economic matters. The U.S.
Trade Representative should be given a strong congressional mandate to work
toward that goal, and the firm and consistent support of the President will also be
vital to progress in that respect.

We are pleased that you and other trade leaders have recognized the urgency of
this need for a stronger better coordinated U.S. trade effort. On behalf of U.S.
farmers we want to assist in any possible manner in this effort.

Sincerely,
ROBERT N. HAMPTON

Vice Predent, Markeing and Intrnational rade.

[MAILGRAMI
WUsrNOHnOs PowZRP SYsMT S CO.,

Wahiton, D.C., Septmbr 1J, I979.
Hon. ADbAHA A. RIMICOW,
Cowiman, U.S. Gowremntad Affai ComiNse,
RBEU dnat Ou Du&"iing,
WuiigteX, D.C.

DEAR SnoaToR Rnzco", We urge you to transfer the function of investigatng
and determining facts under the countervailing duty act and the antidumping
act to the commerce department.

I
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The objective administration of investigating and fact-finding pursuant to
these laws i extremely Important to American industry. In considering the recently
enacted trade agreements act of 1979, congress carefully reviewed the new inter-
natonal areements concerning countervailing duties and antidumping, which
have been subscribed to by the other nations participating in the Tokyo round.

As you know, Congress ratified the agreement that there must be "material
injury ' to a United States Industry in order to impose a countervailing duty or
antidumpins penalty. Also Congress left intact the weil-established public policy
that suuidied exports and dumped exports into the United States are unfair
trade practices which are to be penal'ed when materially injurious.

We believe the office of special representative for trade negotiations should
properly be responsible for initiating policy, conducting negotiations and making
recommendations to congress concerning trade policies. On the other hand, we
strongly believe it would be better policy and would avoid potential conflict of
interest if the office of special trade representative is not responsible for investi-
gating and determining the facts in resolving countervailing duty and anti-
aIumpng complaint.

It not unusual for foreign countries to importune favored treatment for their
exp orters during trade negotiations, regardless of their subsidized or dumped

The commerce department, which is not responsible for the give and take of
negotiations with other countries, should be given responsibility for making objec-
tive investigations as to whether there have been subsidized imports into the
U.S. or whether there has been dumping into the U.S.

The legislation to reorganize the international trade function should strongly
emphasize that these investigations must be factual and objective and not be
colored by any compromise or political entreaty.

We respectfully urge that the investigation and fact-finding responsibility be
placed in the department of commerce, and we feel that the determination of
'material injury' should properly remain a function of the International Trade
Commission.

GoRDON C. HURaLERT, Prshident.

PAN AmRICAN WORLD AIRWAYS, INC.,
Washington, D.C., October 16, 1979.

Hon. ABRAHAM A. Rmicorr
Chairmon, CommiUsn on Govemmental Affairs,
U.S. snae,
Wasiington, D.C.

DARa MR. CHAIRMYAN: I understand that the Committee on Governmental
Affairs will soon hold hearings on the President's Reorganization Plan No. 3 of 1979,
to consolidate trade functions of the U.S. Government. As a U.S. Flag Interna-
tional Airline, we endorse efforts now underway by the Administration and the
Congress to strengthen the role of the U.S. Government in support of the U.S.
trade activities. We'are concerned however, that Reorganization Plan No. 3 does not
specifically define "trade" as including trade in services. We urge that the Plan be
amended to make this inclusion clear.

Within the context of "services," we urge also that your Committee establish
that Lternational air transport services are among those service industries in-
cluded. Pan Am favors the current U.S. Aviation Policy which encourages compe-
tition in the air transport field. For such competition to be effective and to serve
the interests of the American people and the U.8. Flag Airlines it is essential that
our Government do everything in its power to reduce discriminatory business
practices now engaged in by foreign governments which are designed to provide
competitive advantage to their own national aag airlines. We believe that as the
Office of the Trade Representative and the Department of Commerce develop the
means of supporting U.S. service exports that these activities can be supportive
of the United States Flag Airlines. We wish to make certain that the U.S. Flag
Airlines will be able to take full advantage of these activities and receive the full
support of our Government which is intended in the President's Reorganization

I am addresing an identical letter to Senator Roth.
8inoerdely,

JOHN KRIM8KY, Jh.
Vice President, Fed Aairs.
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[MAILGRAM]

WESTINGHOUSE ELECTRIC CORP.,
Washington, D.C., Septmber 10, 1979.

Hon. ABRAHAM A. RIBICOFF,
U.S. Senate,
Washington, D.C.

DEAR SENATOR RIBICOFF, Respectfully urge deferral of proposal to transfer
some 300 American and 500 foreign service national positions to Commerce Depart-
ment pending opportunity for debate involving business which after all will be
most affected by proposal American business salesmen abroad-believe best inter-
est of United States served by Roth-Ribicoff Bill and not piecemeal fragmen-
tary action of this kind.

JAMES F. LANE,
President, American Chamber of Commerce in Auetralia.

[MAILGRAM]
THE AMERICAN ASSOCIATION OF ADVERTISING AOENCIES,

New York., N.Y., September 17, 1979.
Hon. ABRAHAM A. RIBICOFF,
Chairman, Senate Committee on Governmental Affairs,
Russell Snate ofice Building,
Washington, D.C.

DEAR SENATOR RIBICOFF, The American Association of Advertising Agencies
recommends that you strongly urge the administration to consider strengthening
the representation of the service industrie' in the Administration's proposal for
the reorganization of the Goverment trade structure.

The AAAA urges the Administration to provide for increased status and staff
to serve the needs of the service industries in the Department of Commerce and
the special representatives for trade negotiations.

AAAA represents 480 advertising agencies with over 800 offices in the United
States and 400 offices in foreign countries accounting for $13 billion in advertising
b'iling.

LEONARD S. MATTHEWS. President.

STATzMENT OF ROBERT L. MCNzJLL ON BEHALF OF TEo EIRGOENCY COMWITTEE
FOR AMBRICAN TRADE ON GOVERNMENT TRADE REORGANIZATION

The members of the Emergency Committee for American Trade welcome
President Carter's recent proposals for reorganization and strengthening of the
federal government's international trade functions. We have examined them and
we support them as necessary steps to help ensure effective implementation of the
international trading rights and obligations of the United States.

While a number of ECAT's members would have preferred greater consolidation
of the govermnent's international commercial functions than that proposed by the
President, we feel that a sound first step has been recommended and that it
provides the organisational nucleus for future improvements.

We should like to offer two recommendations. First, we are particularly con-
cerned that the responsibility for centralized development of international com-
mercial policy appears to be slighted in the President's proposal. It would assign
coordination and negotiation responaibilities to the United States Trade Repre-
sentative and operational and implementational support responsibilities to a
newly-constituted Department of Trade and Commerce. Other agencies would
continue their appropriate trade responsibilities. Our recommendation would be to
give the United States Trade Representative clear responsibility for policy
formulation and further responsibility for its implementation, including oversight
responsibility for regulations as they affect international trade to insure their
consistency with our GATT and other international trade commitments. This
necessarily would provide the Trade Representative with authority for the policy
content of some programs primarily administered by other departments and
agenoies, but we believe this necessary for the conduct of sound commercial policies.
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Second, we strongly support President Carter's proposal that responsibility for
coordinating international investment policy be placed under the newly-consti-
tuted Trade Policy Committee and recommend that U.S. tax policy and other
policies such as antitrust that relate to international business explicity be included.
The international competitiveness of American industry is vitally affected by such
policies. The proposals of the Carter Administration, for example, to eliminate
DISC, the foreign tax "deferral" provisions and to modify the foreign tax credit
would severely harm the competitiveness of U.S. industry with consequent damage
to domestic employment and to the U.S. balance of payments. And yet, these pro-
posals are made at the same time that the President exhorts American industry
to increase its exports. This kind of policy inconsistency could be detected, dis-
ussed and possibly avoided under effective Trade Policy Committee coordination

and supervision.
In light of the proposed new responsibilities of the United States Trade Repre-

sentative, we would hope that the President would include him as a key member
of the Admnilstration's top economic advisory team.

We further hope that Congress will act expeditiously on trade reorganization
propouls.

Most members of the ECAT task force that recommended the above statement
to our general membership were skeptical about creation of a new cabinet trade
department for a variety of reasons. Among them was the belief that functions
taken from existing departments and transferred to a new one would soon be rep-
licated in the department from wb'ch taken, since each of them has a valid depart-
mental interest in foreign trade. On the other hand, all members felt a need for an
improved government structure to monitor and enforce U.S. rights and obligations
under the new international trade codes, to develop and effectively coordinate
consistent U.S. trade and investment policies, and otherwise to assist and promote
U.S. exports.

The President's July 19, 1979 reorganization proposal poses a host of organisa-
tional and program questions. We look forward to seeing the details.

STATEMYNIT BY NATIONAL MAcnIN TOOL BUILDIts' AssOCIATION

1. INTRODUCTION

The National Machine Tool Builders' Association is a national trade associa-
tion representing over 370 American machine tool manufacturing companies
which account for approximately 90% of the United States' machine tool
production.

Although the total machine tool industry employs approximately 100,000
people with a combined annual output of around $3 billion, most NMTBA mem-
ber companies are small businemes with payrolls of 250 or fewer employees.

While relatively small by some corporate standards, American machine tool
builders comprise a very basic segment of the U.S. industrial capacity, with a
tremendous impact on America. It is the industry that builds the machines that
are the foundation of America's industrial strength. Without machine took, there
could be no manufacturing; there would be no trains, no planes, no ships no cars;
there would be no power plants, no electric lights, no refrigerators and no agri-
cultural machinery.

Indeed, economists and government officias increasingly have come to recognize
that the machine tool industry is an excellent barometer for measuring the eco-
nomico health of the nation.

We welcome this opportunity to comment on the Administration's proposed
trade reorganuition proposal. We hope that our observations and sugestions,
bused upon wide experience in international trade on behalf of the U.S. machine
tool industry, will be particularly valuable in the evaluation of the trade reor-
gansation proposal now before this Committee.

II. NATIONAL MACHINE TOOL BUILDxBs' ASSOCIATION EXPORT PROMOTION ACTIVITIEB

NMTBA and its member companies have devoted considerable time and effort
to increasing exports

NMTBA, on behalf of the American machine tool industry Is devoting its own
resources to the development and maintenance of international markets every-

*-
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where in the world. The Association has three people who spend virtually theirfull time overseas promoting United States machine tool exports with considerable
assistance from the Department of Commerce.

NMTBA develops seminars and workshops to train our members' people oninternational financing, export licensing, or any other subject that will benefita machine tool builder. We conduct market research to locate new and promisingmarkets for industry development. W# have conducted twenty-four IndustryOrganized, Government Approved (IOGA) trade minions to help gain a foothold
in these new markets, and more are planned for 1979 and 1980. We sponsorforeign exhibitions so that our members will have more opportunities to display
their products overseas. In addition, we often work in close conjunction withthe Commerce Department on such activities as recruiting exhibitors for exportpromotion events such as catalog shows, video tape shows and technical seminars.
We organize reverse trade missions to bring foreign buyers to our plants. And we
bring large groups of foreign visitors to the International Machine Tool Show in
Chicago every two years. The Commerce Department has worked closely with us
in the development and implementation of these programs, as have the com-
mercial officers in our embassies and trade centers around the world.

III. INTERNATIONAL TRADE RLOROANIZATION PLAN

The Carter Administration has proposed a major reorganization of FederalGovernment trade functions designed to strengthen the U.S. position in inter-national markets by expanding exports, improving enforcement of trade laws,and upgrading trade activities consistent with the new Multilateral Trade Agree-ments (MTA). This reorganization, which will centralize authority for U.S. tradeactions and will provide the leadership required for the development and imple-
mentation of trade policy, consists of four principal elements:1. The creation of a new Cabinet rank office of the U.S. Trade Representativewhich would replace the current Special Trade Representative (STR) post, andbe imbued with increased responsibility for trade policy;2. The strengthening of tht Commerce Department's domestic and internationaltrade functions, and the creation of the Office of Under Secretary for InternationalTrade, which would have primary responsibility for non-agricultural trade pro-
gram implementation;

3. The establishment of a Trade Policy Committee, an interagency coordinationgroup chaired by the Trade Representative, which would be responsible for de-
veloping general U.S. trade policy;4. The creation of a Trade Negotiation Committee, which would essentiallybe a creature of the Trade Policy Committee charged with the specific task ofcoordinating and managing specific trade negotiations consistent with policy
objectives.We strongly support the underlying philosophy of this reorganization andbelieve that the above described administrative structure would be most effective
in achieving:

1. Centralized authority for U.S. trade activities;
2. Improved coordination between trade and other U.S. policy objectives;
3. Upgraded priority for government trade activities;4. Establishment of a strong authoritative voice for trade policy in the Execu-

tive Office of the President;5. Focused responsibility on one Cabinet Department for non-agricultural
government trade activities; and6. Strengthened interagency consultive processes on trade policy matters.We feel that the tripartite structuring of this new international trade adminis-trative apparatus is theoretically sound in that it provides for:1. A streamlined senior executive poet, the Office of the U.S. Trade Represents-
tive, with close access to the President;2. Interagency coordination through the Trade Policy Committee; and3. Implementation, management and enforcement of the MTA and otherexisting trade agreements and laws by the already experienced Commerce
Department.

Furthermore, the combining of both domestic and international trade functionsw'ilhn one department recognises the fact that business is now conducted on aworldwide basis, and that trade is a global function, rather than a national orregional endeavor. Artificially dividing domestic and international trade functions

50-490 0 - 79 - 28
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into separate departments would therefore be eounter-productive to the kind of
coordination necessary to take full advantage of the new global markets.

One specific element of the trade reorganization plan which we feel is particularly
noteworthy Is the very significant and helpful innovation which would transfer
foreign service commercial officers from the jurisdiction of the State Department
to that of the Department of Commerce. Such a realignment of foreign service
personnel would both: (1) strengthen the role of commercial officers, by supplying
them with the technical backup assistance of a department concerned primarily
with the interestl of commerce and trade rather than politics and diplomacy; and
(2) more clearly define the professional career paths of the individuals involved
in this speclised foreign commercial service.

Relative to one other aspect of this reorganization plan which has received some
criticism, we make particular note of our support for the transfer of the anti-
dumping and countervailing duty functions from the Department of the Treasury
to the Commerce Department. This is a logical step in the consolidation of inter-
national trade administrative functions. We would further recommend that the
Commerce Department and the U.S. Trade Representative should work in
consultation on these matters, but that the Department of Commerce's final
determination not be subject to disapproval by the Trade Representative.

We are aware that there are a number of other criticisms of this proposed
restructuring plan which fault it for not providing a specially tailored solution to
every individual problem in the current system. In response to these concerns we
would suggest that this proposed reorganization of the international trade functions
of the U.S. Government should not be viewed as a panacea to all the contemporary
maladies of U.S. exporters. Rather, it must be viewed in the proper perspective-
that is, ;t: ,structuring to manage the Multilateral Trade Agreements which will
become op.rative the first of next year, as well as other new and existing foreign
trade programs. Furthermore, its critics, and supporters we might add must
understand that this executive department reorganization plan is generically not
the proper vehicle for remedying problems which should be addressed by
Congressionally enacted legislation.

Moreover, reorganization plans are by their very nature designed to rapidly
implement necessary executive branch administrative functions, without becoming

entangled in Congressional debate over substantive policy decisions. Such is very
definitely the situation in this case, as it is imperative that we have an effective
international trade administrative capacity firmly in place by January 1, 1980
in order to be able to take full advantage of the new trade benefits that will become
available as a result of the recently concluded Multilateral Trade Agreements.

Once this administrative restructuring has occurred, it will then be Congress'
function to enact export promotion programs that will move the U.S. forward in
assuming its rightful place in world markets once again.

In shabort, this reorganiation plan should be viewed as the Executive crucible
into which the Congress must now be charged with the duty of pouring the white
hot mettle of renewed and vigorous American export promotion programs and
initiatives.

IV. CONCLUSION

In conclusion, we thank this Committee for its interest in the vital area of inter-
national trade. We believe that the above described executive branch international
trade reorganization plan in conjunction with other specific export promotion
proposals would greatly encourage companies not presently active in export trade
to become so involved, and to assist industries such as our own to remain vigorous
in this increasingly important business arena.

THz ASSOCIATED GENERAL CONTRACTORS OF AMERICA,
Washington, D.C., October 18, 1979.

Hon. ABRAHAM RIBICOFF,
U.S. 8enae,
Russell e Odic Building,
WaAhinqton, D.C.

DEAR Senator Riascorr, The administration has recently submitted to Con-
grem a reorganization plan restructuring the federal government's international
trade functions. AGC has testified twice on this issue, on July 26, 1979, before the
Senate.lpvernmental Affairs Committee and on September 7, 1979, before the
Ways and Means Subcommittee on Trade. On both occasions we expressed our
belef that reorganization itself will do little to stimulate U.S. exports of construe-

I
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tion services unless it is accompanied by substantiall expanded and improved
direct government trade promotion designed exclusively to improve our export
performance and the competitiveness of U.S. contractors working overseas.

pecifically, we have called for expanded Export-Import Bank project financing
and loan guarantees, performance bonds, political risk insurance, and feasibility
financing equal to the services and programs that our foreign competitors
receive from their home governments.

In addition to requesting more effective and substantial government support to
promote U.S. exports, AGC has called for a statutory requirement directing the
Department of Trade and Commerce to perform Trade Impact Assessments
(TIA's) on major existing and proposed legislative and regulatory measures
affecting U.S. exports.

Between $5 and $8 billion of potential U.S. export business is lost each year due
to major export disincentives, according to Rutherford Posts of the National
Security Council. This estimate excludes the most costly disincentive-the non-
cor petitive taxation of U.S. citizens working abroad. Projected against the record
high 1978 U.S. trade deficit of $34 billion, U.S. laws and regulations may have thus
accounted for as much as 25% or more of this imbalance. At a time when exports
are ssuming increased importance for the well-being of our domestic economy
(more jobs, less inflation, stronger dollar, etc.) and a strong trading posture is
becoming a national security and foreign poUcy necessity, a re-examination of
existing trade impairing laws and regulations is indeed called for.

Trade Impact Assessments would not in themselves eliminate existing export
disincentives or guarantee against the future en.ctment of measures resulting in
lost overseas business. National security and foreign policy considerations will
continue to be given priority in many instances. However, the U.S. is becoming
more and more dependent on trade with other nations and export policy must
therefore assume greater future importance relative to non-economic interests.

Trade Impact Aisessments would generate an increased awareness in Congress
the Executive branch and the public of the negative effects that certain U.S. law,
and regulations have on our export performance. The trade argument would be
strengthened and members of Congress could draw on TIA's when explaining a
pro-trade posture to constituents at home.

We believe that the TIA mechanism, as outlined in the attached documents,
represents a constructive and worthwhile idea, at a time when we suffer from a
conspicuous lack of concrete proposals to deal with our declining international
competitiveness and our trade deficit. We hope that you as a member of the
recently established Senate Export Caucus will give this proposal your serious
consideration and endorsement, and that you will actively pursue its introduction
and enactment.

AGC International Division staff will be happy to discuss with you in greater
detail Trade Impact Assessments as well as other ways of stimulating U.S. exports
of construction services.

Thank you for your consideration.
Sincerely,

JAMES M. SPROUSo,
Executive Vice Presidenl.

Attachments.
INTERNATIONAL CONSTRUCTION DIVISION,

WaAhinqgon, D.C., September 56, 1979.

PROPOSD LEGISLATIVE LANGUAGE ON TRADE IMPACT ASSE88MENTS

The Bureau of International Economic Policy and Research in the Department
of Commerce shall have, as one of its functions, the responsibility for coordination
and preparation of Trade Impact Assessments identifying the trade costs asso-
ciated with major existing and proposed legislative or regulatory measures affecting
U.S. exports.

Trade Impact Assessments shall be presented in the form of concise 1-5 page
reports and shall include a description of the methodology utilised in the
assessment

Trade costs are defined as lost potential export business.
Legislative and regulatory measures are considered major if they result in an

annual loss of $10 million or more of potential export business.
Trade Impact Assessments shall be presented to Congress during Congressional

hearings on proposed legislative measures for inclusion in the Committee report.
Trade Impact Assessments shall be presented to Congress on an annual basis

on existing legislative or regulatory measures.

I I
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Trade Impact Assessments shall be available to the Congress and the public
on proposed regulatory measures during the public comment period.

Trade Impact Assessments shall, in principle, be available to Congress and the
public. However, the Secretary of Trade and Commerce shall have the discretion-
ary power to postpone public disclosure for national security reasons for a period
that he deems necessary.

FACT SHEET

TRADE IMPACT ASSESSMENTS
Imn

To attach to the reorganization of the Federal Govornment's international
trade functions a statutory requirement which would direct the designated lead
agency on international trade to prepare Trade Impact Assessments (TIA's)
identifying the trade costs (i.e., lost export business) of all major existing and
proposed legislative or regulatory measures with an unfavorable impact on U.S.
exorts.

The TIA mechanism would function in approximately the following way-
(1) The Secretary of Trade and Commerce (assuming that the Administra-

tion's reorganisation plan is approved), together with Congress, will identify
existing and proposed legislative or regulatory ,x. easures considered to be "major"
in terms of their impact on U.S. exports (currently, perhaps a package of no more
than 20 export disincentives).

(2) Consultations with Commerce Department officials indicate that TIA's can
be performed within existing capabil,;'". .;dt require only minor reorganization

L the Department of Trade and Cm...erce. Perhaps the TIA function is most
appropriately placed in the Bureau of Inrrnational Economic Policy and Re-
search. No additional costs of any consequence would thus be incurred.

(3) A TIA on any given legislation and regulation would consist of a short
(approximately 1-5 pages) report, identifying the trade costs and findings in the
form of empirical data. The report would be made available during Congressional
hearings on proposed measures for inclusion in the Committee report, and on an
annual basis for existing measures.

(4) As a general rule, all TIA reports would be made public, except in those
rare instances where compelling national security considerations would dictate
otherwise.
Advantages of a TIA mechanism

(a) Public disclosure of trade cost data will significantly contribute to a gen-
eral strengthening of the trade argument. A stronlg trading posture for the U.S.
is becoming both a national security and foreign poicy necessity.

(b) A TIA mechanism may have a deterrent eh'ect by making policy makers
and legislators aware that their proposals will undergo a trade cost evaluation and
thus discourage policy initiatives which would achieve linmited political gains but
result in substantial losses of trade.

(c) The TIA mechanism, if adopted by Congress, would signify to the public
and the business community that there is a genuine willingness on the part of
Congress and the Adnlnistration to take action designed to facilitate and promote
the exports of U.S. goods and services and to reduce our trade deficit to assure that
the benefits derived from a strong trading posture (i.e., more jobs for Americans,
lower inflation and a stronger dollar) continue to accrue to the U.S. economy.
Argunnts Against a TIA Mechanism:

(a) A TIA would simply be one more costly "Impact Statement."
Riebutal.-TIA's do not require additional budgetary allocations, as evidenced

by the fact that the government, using existing resources, is currently engaged in
comprehensive trade cost studies in compliance with the President's Export Policy
Statement of September 26, 1978. (The results (f the studies have not been dis-
disclosed to the public, as disclosure of this material is not required by law.)

If introduced, TIA's would be the only "Impact Statements" to date clearly
designed to help this nation's exporting interests. Considering the numerous bu-r-
densome and export-impairing measures that, in the past, have easily won Con-
gressional approval, it would indeed be ironical if the TIA proposal would be
opposed because of a general antipathy against additional "Impact Statements,"
and Its merit as an indirect export promoting device not be fully understood and
appreciated.

(b) Trade costs cannot be accurately measured, and, therefore, TIA's have
little value.

I~~~~~~~
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Rebuttal.-Some trade cost data may be difficult to obtain, and some TIA's,
therefore, would not be complete or fully reliable. However, these problems do not
constitute sufficient cause for rejecting the system itself. In time, and with addi-
tional experience, nmethods to assess trade costs can be developed and perfected.

For additional information, contact: The Associated General Contractors of
America.

Barbro A. Owens,
Assistant Director,
International Construction Division.
Ingrid Voorhees,
Assistant Director,
Legislative Division.
1957 E. Street, N W.,
Washington, DC 20006,
(202) 393-2040.

INTERNATIONAL ECONOMIC POLICY ASSOCIATION,
Washington, D.C., October 1, 1979.

Hon. ABRAHAM RIBICOFF,
Chairman, Subcommittee on International Trade,
Committee on Finance,
U.S. Senate,
Washington, D.C.

DEAR SENATOR RIBICOFF: We have corresponded previously about the im-
portant subject of government reorganization in the trade area. As you may recall
our Association-a nonprofit research group which has been working in this field
for over two decades-Is concerned about the decline in America's international
business competitiveness.

There are many reasons for this; but among them, I believe, is our failure to
centralize the responsibility for international trade policy at the White House
level and to coordinate it with other aspects of our international economic policies.

IEPA was a strong supporter of the Council on International Economic Policy,
which proved very successful in its first phase, although it came to be used in-
frequently under the Ford administration and was not renewed by President
Carter.

I believe that the Administration's revised reorganization plan will, in large
part, serve to correct this omission; for, as we understand it. it assigns the U.S.
Trade Representative responsibility for development of long-term trade strategies
and policy in dealing with both import remedies and export expansion plus East-
West trade international direct investment, international commodity issues, and
energy trade. Since the Trade Representative will also assume the lead role in
both bilateral and multilateral negotiations on these subjects, including various
codes under consideration in the OECD and UNCTAD, and serve on the NAC
and the Ex-Im Bank and OPIC boards, he will be in a powerful position to de-
velop and implement an effective foreign economic policy for the United States.
Obviously much will depend on the caliber of the individuals who hold these
responsibilities over the years ahead.

Since the Administration has decided not to create another separate depart-
ment for trade and investment, as you and Senator Roth had once proposed, it
is obvious that the USTR must be supported by a strengthened departmental
machinery, which we believe logically falls to the Department of Commerce-
assuming that their capability for dealing with this mandate, including import
remedies, analytical functions, and commercial representation abroad, will be
appropriately strengthened. The service area in particular is one which deserves
6reater policy emphasis so as to maximize its earnings potential for the United
States.

Although it must be recognized that the relationships between the USTR and
Commerce may be problematical in certain areas, and that a case can be made
for your separate department approach, we think the Administration's hybrid
approach, with policy formulh.ting and coordinating responsibilities at the STR
level and operations and support in the Department is the most feasible solution.

Hoping that these views may be of assistance to you and with best personal
regaras,

Sincerely,
nYMOTHY W. STANLEY, Prtident.

- I
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U.S. COUNCIL IPO AN OPEN WORLD ECONOMY, IXc.

Statement submitted by David J. Steinberg, President, U.S. Council for an
Open World Economy, in hearings on government organization in trade policy
before the Senate Committee on Governmental Affairs, August 6, 1979.

(The views expressed here are those of the writer 'and not necessarily in every
detail those of the U.S. Council for an Open World Economy or its Board of
Trustees. As in the past, my only standard is the national interest.)

The need for U.S. Government reform in the administration of trade policy
is widely held but too narrowly perceived. Nearly all these proposals appear to
overlook closely related areas of foreign and domestic economic policy, and seem to
concentrate on merely shiftiLd administrative functions from one department to
another (some proposals urge creation of a new department) as if administrative
realignments were the stuff from which adequate policy performance and priority
derive.

When the Ribicoff-Roth bill (S. 1990) was first proposed in the previous Con-
gress, urging a new Department of International Trade and Investment I told
the two Senators the idea was akin to rearranging the deck chairs on the Titanic.
With allowance for some exaggeration, this is still my reaction. I also see the
bill's administrative surgery, separating the international from the domestic
functions of various departments, as impractical, counterproductive, and violating
the interdependence of the domestic and foreign aspects of these government
functions.

There is a regrettable scent of mercantilism in most of the reform proposals.
Better performance in export expansion is a worthy objective, but this is coupled
with proposals to shift anti-dumping and anti-subsidy responsibilities out of
Treasury (to Commerce, for example) te secure more import-restrictive handling
of such proceedings. (The handling of these cases, and of others such as trade-
related national-security proceedings, can be whatever the President wants it to
be, regardless of whether the duties are performed by Co mmerce, Treasury or any
other executive agency. So shifting these duties from one department to another
will ensure no policy change.) And nowhere in these reform proposals is there
advocacy of greatly needed reform in the handling of import-relief cases-the
need (as our Council has often argued) for coherent industry-adjustment strategies
as the framework for whatever additional import restrictions may be necessary.
This would end the practice of pig-in-a-poke import restraints-controls without
assurance that these subsidies at public expense are being used for an adjustment
plan that deserves public support and fully serves the public interest.

DEPARTmUNT or COMXERCE

Moving the Export-Import Bank and the Overseas Private Investment Cor-
poration into closer association with the Department of Commerce may be
desirable for better coordinated strategies in these policy areas. Giving Commerce
more authbority over the commercial sector of the Foreign Service has merit,
although just making the commercial attaches Commerce's responsibility seems
simplitic. What is needed is a career commercial service no less important than
any other sector of the Foreign Service, with prospects for individual promotion
to the highest echelons of theForegn Service, ncluding ambassadorial rank. The
whole imue of the role and development of the commercial foreign-service requires
more sophisticated attention than it seems to be receiving.

The Department of Commerce needs to be given the resources and responsibility
for an effective strategy not only in export promotion but in addressing the real
problems and needs of U.S. industries that require and deserve adjustment
assistance in a rapidly ohanging and increasingly competitive world. These major
areas of responsibility should be highlighted by designation of an Undersecretary
of Commerce for E]nort Expansion and an Undersecretary of Commerce for
Economic Development and Productivity. Also strewing these related areas of
responibilty, the Department of Commerce should be renamed the Department
of Trade and Economio Development. The proposal to rename the Department
the Department of Trade and Commerce should be rejected. Reflecting linguistio
shortoomings, the evident tautology would lessen the stature of reform efforts in
this policy re

The inadequacy of government preparodnes in the handling of import-related
industry problems is llustrated by the fact that, when the Administration in
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1977 concerned itself with the problems of the steel industry, it felt it had to turn
to an ad hoe inter-agency task force chaired by the Undersecretary of the Treasury
for International Monetary Affairs. There Is still no coherent steel policy. The
long use of oil import controls without a coherent oil policy bespeaks a negligence
I have brought to government and public attention for many years.

OVIRALL FIORUIGN-CONOMIC STRATOGY

In addition to the above proposals on giving reconstituted Department of
Commerce suitable resources and responsibility in trade promotion and economic
adjustment, the President should immediately upgrade foreign economic policy
to a priority coordinate with national security in policy planning, and form an
inter-agency foreign-economic-policy planning board on a level with that of the
National Security Council. Reorganisation along these lines should be given a
statutory base as soon as possible.

With the President serving as chairmnn, the board's chief operations officer
should be an executive vice-chairman who is not also the head of any regular
Department. The executive vice-chairman should also have the post now occulpied
by the Special Representative for Trade Negotiations (STR). The STR staff
should become a trade-policy planning staff in that new framework. The inter-
agency board should be much more than a coordinating body. It should be a
foreign-economic-policy planning board in the fullest sense, addressing the need
for (inter alia) an authentic "free and fair trade' strategy including: the freest,
most equitable access of foreign goods to the U.S. market, an effective adjustment
policy to backstop such an import policy, and an adequate "foreign aid" program
aimed at raising living standards and purchasing power in the world's poorest
countries (already a major U.S. export market). All these policy ingredients are
essential but greatly neglected components of an effective export-expansion policy.

These reforms would reflect recognition of the fact that there is nothing better
calculated to spur export promotion by American business than realization that
free trade is government's unmistakable commitment, and that development of
a world market, not just a domestic market, is consequently unavoidable.

The inter-agency board should submit an annual report to Congress on problem s
as well as progress in this policy area. This report should be the subject of in-
cisive Congressional hearings. There has never been such a periodic accounting
to Congress and the country in this field. Congress itself needs reorganizing to

deal with foreign economic policy, and trade policy itself, in a more responsible
manner. The performance of Congress in this field is no less important than that
of the Executive Branch, and reform there is no less necessary. The failure of
Congressional critics of trade-policy administration to look at Congress' own
failings in this policy area is regrettable.

FEDERATION OF AMERICAN HOSPITALS,
Washington, D.C., September 13, 1979.

Hon. ABRAHAM RIBICOFF
Ruscell Senate Office Building,
Washington, D.C.

DEAR SENATOR RIBICOFF:
The Federation of American Hospitals, as the spokesman for America's investor-

owned hospital industry, wishes to express its concern that the Administration's
trade reorganizational proposal does not contain a provision for strengthened
service industries.

In order to encourage greater development of the export of American health
care expertise, we urge that the proposal provide:

(1) A service industry bureau directed by the Deputy Assistant Secretary in the
Department of Trade and Commerce; and

(2) Adequate service staff with reorganized STR including a Deputy STR
whose responsibilities would include service industries.

Sincerely, W. CAMPBELL THOMSON,

Deputy Director.
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REORGAN-IZATION PLA. SO. 3 or 1979

To the Conagrs of the Uted Stat.: -
I transmit herewith Reorganization Plan No. 8 of 1979 to consoli-

date trade functions of the United States Government. i am acting
under the authority vested in me by the Reorganization Act of 1977,
chapter 9 of title 5 of the United States Code, and pursuant to section
1109 of the Trade Agreements Act of 1979, which directs that I trans-
mit to the Congress a proposal to restructure the international trade
functions of the Executivebranch.

The goal of this reorganization is to improve the capacity of the
Government to strengthen the export performance of United States
industry and to assure fair international trade practices, taking into
account the interests of all element s of our economy.

Recent developments, which have raised concern about the vitality
of our international trade performance, have focused much attention
on the way our trade machinery is organized. These developments in-
cluda our negative trade balance, increasing dependence upon foreign
oil, and international pressures on the dollar. New challenges, such as
implementation of the Multilateral Trade Negotiation (MTN) agree-
ments and trade with non-market economies, will further test our
Government trade organization.

We must be prepared /o apply domestically the MTN codes on pro-
curement, subsidies, standards, and customs valuation. We also must
monitor major implementation measures abroad, reporting back to
American business on important developments and, where necessary,
raising questions internationally about foreign implementation. MTN
will work-will open new markets for U.S.labor, farmers, and busi-
ness-only if we Ihave adequate procedures for aggressively monitor-
ing and enforcing it. We intend to meet our obligations, and we expect
others to do the same.

The trade machinery we now have cannot do this job effectively.
Although the Special Trade Representative (STR) takes the lead
role in administering the trade agreements program, many issues are
handled elsewhere and no agency has across-the-board leadership in
trade. Aside from the Trade Representative and the Export-Import
Bank, trade is not the primary concern of any Executive branch
agency where trade functions are located. The current arrangements
lack a central authority capable of planning a coherent trade strategy
and assuring its vigorous implementation.

This reorganization is designed to correct such deficiencies and to
prepare us for strong enforcement of the MTN codes. It aims to im-
prove our export promotion activities so that United States exporters
can take full advantage of trade opportunities in foreign mar ets. It
provides for the timely and efficient administration of our unfair trade
laws, It also establishes an efficient mechanism for shaping an effective,
comprehensive United States trade policy.

To achieve these objectives, I propose to place policy coordination
and negotiation-those international trade functions that most require
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cownprebanivenes, influence, and Government-wide prspective-in
the Exeoutive Office of the President. I propose to place operational
and implementation responsibilitiee, which are staf-intensive, in line
departments that have the requisite resources and knowledge of the
maijor sotors of our economy to handle them. I have concluded that
building our trade structure on STR and Commere, respectively, best
satisies these onsideration

I propose to en sce. STR, to be renamed the 0ce of the United
States Tnde Reprsentative, by centralizing in it international trade
policy development, coordination and negotiation functions. The Com-
merce Department will become the focus of non-agricultural opera-
tional trade responsibilities by adding to its existing duties those for
commercial representation abroad, antidumping and countervailing
duty cases, the non-agricultural aspects of MTN implementation, na-
tional security invetigations, and embargoes

Te UITIND UrAT TwAm ATImx

The Trade Representative, with the advice of the Trade Policy
Committee, will be responsibe for developing and coordinating our
international trade and direct investment policy, including the fol-
lowing areas:

Import ,wmdise.--The Trade Representative will exercise policy
oversight of the application of import remedies, analyze long-term
trends in import reledy cases and recommend any necessary legisla-
tive changes. For antidumping and countervailing duty matters, such
coordination, to the extentlegally permissible, will be directed toward
the establishment of new precdents, negotiation of assurances, and
coordination with other trade matters, rather than case-by-case fact
finding and determinations

Eat-West trade po .- The Trade Representative will have lead
responsibility for East-West trade negotiations and will coordinate
East-West trade policy. The Trade Policy Committee will assume the
responsibilities of the iast-West Foreign Trade Board.

fernfionat inwoestmnet policy.-The Tnrade Representative will
have the policy lead regarding issues of direct foreign investment in
the United States, direct investment by Americans abroad, operations
of multinational enterprises, and multilateral agreements on inter-
national investment, insofar as such issues relate to international trade.

International commodity policy.-The Trade Representative will
assume responsibility for commodity negotiations and also will co-
ordinate commodity policy.

EA'nergy trade.-While the Departments of Energy and State will
continue to share responsibility for international energy issues, the
Trade Representative will coordinate energy trade matters. The
Department of Energy will become a member of the TPC.

Export-ewpanaion poliey.-To ensure a vigorous and coordinated
Government-wide export expansion effort, policy oversight of our
export expansion activities will be the responsibility of the Trade
Representative.

The Trade Representative will have the lead role in bilateral and
multilateral trade, commodity, and direct investment negotiations.
The Trade Representative will represent the United States in General
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Agreement on Tariffs and Trade (GATT) matters. Since the GATT
will be the principal international forum for implementing and inter-
pretinf: the MTN agreements and since GAT meetings, including
committee and working group meetings, occur almost continuously,
the Trade Representative will have a limited number of.permanent
staff in Geneva. In some cases, it may be necessary to assign a small
number of USTR staff abroad to assist in oversight of MTN enforce-
ment. In this event, appropriate positions will be authorized. In rec-
ognition of the responsibility of the Secretary of State regarding our
foreign policy, the activities of overseas personnel of whe Trade Rep-
resentative and the Commerce Department will be fully coordinated
with other elements of our diplomatic missions.

In addition to his role with regard to GATT matters, the Trade
Representative will have the lead responsibility for trade and com-
modity matters considered in the Organization for Economic Co-
operation and Development (OECD) and the United Nations Con-
ference on Trade and Development (UNCTAD) when such matters
are the primary issues under negotiation. Because of the Secretary of
State's foreign policy responsibilities, and the responsibilities of the
Director of the International Development Cooperation Agency as the
President's principal advisor on development, the Trade Represent-
ative will exercise his OECD and UNCTAD responsibilities in close
cooperation with these officials.

To ensure that all trade negotiations are handled consistently and
that our negotiating leverage is employed to the maximum, the Trade
Representative will manage the negotiation of particular issues. Where
appropriate, the Trade Representative may delegate responsibility for
negotiations to other agencies with expertise on the issues under con-
sideration. He will coordinate the operational aspects of negotiations
through a Trade Negotiating Committee, chaired by the Trade Rep-
resentative and including the Departments of Commerce, State, Treas-
ury, Agriculture and Labor.

The Trade Representative will be concerned not only with ongoing
negotiations and coordination of specific, immediate issues, but also-
very importantly-with the development of long-term United States
trade strategies and policies. He will oversee implementation of the
MTN agreements, and will advise the President on the effects of other
Government policies (e.g., antitrust, taxation) on U.S. trade. In order
to participate more fully in oversight of international investment and
export financing activities, the Trade Representative will be"Jme a
member of the National Advisory Council on International .iiv,,etary
and Financial Policies and the Boards of the Expor;-Import Bank and
the Overseas Private Investment Corporation.

In performing these functions, the Trade Representative will act as
the principal trade spokesman of the President. To assure that our
trade policies take into account the broadest range of perspectives,
the Trade Representative will consult with the Trade Policy Commit-
tee, whose mandate and membership will be expanded. The Trade Rep-
reeentative will, as appropriate, invite agencies such as the Export-
Import Bank. and the Overseas Private Investment Corporation to
participate in TPC meetings in addition to the permanent TPC mem-
ber When different depaimental views on trade matters exist within
the TPC as will be the case from time to time in this complex policy
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area, I will expect the Trade Representative to resolve policy disagree-
ments in his best judgment, subject to appeal to the President.

THE D]PA!mKNT OF COYM)IMC

The Department of Commerce, under this proposal, will become the
focal point of operational responsibilities in the non-agricultural trade
area. My reorganization plan will transfer to the Commerce Depart-
ment important responsibilities for administration of countervailing
and antidumping matters, foreign commercial representation, and
MTN implementation support. Consolidating these trade functions in
the Department of Commerce builds upon an agency with extensive
trade experience. The Department will retain its operational respon-
sibilities in such areas as export controls, East-West trade, trade ad-
justment assistance to firms and communities, trade policy analysis, and
monitoring foreign compliance with trade agreements. The Depart-
ment will-ie substantilly_ reorganized to consolidate and reshape its
trade functions under an Under Secretary for International Trade.

With this reorganization, trade functions will be strengthened
within the Department of Commerce, and such related efforts in the
Department as improvement of industrial innovation and produc-
tivity, encouraging local and regional economic development, and
sectoral analysis, will be closely linked to an aggressive trade program.
Fostering the international competitiveness of American industry will
become the principal mission of the Department of Commerce.
Import remedies

I propose to transfer to the Department of Commerce responsibility
for administration of the countervailing duty and antidumping stat-
utes. This function will be performed efficiently and effectively in an
organizational setting where trade is the primary mission. This ac-
tivity will be directed by a new Assistant Secretary for Trade Admin-
istration, subject to Senate confirmation. Although the plan permits
its provisions to take effect as late as October 1, 1980, I intend to make
this transfer effective by January 1, 1980, so that it will occur as the
new fMTN codes take effect. Commerce will continue its supportive
role in the staffing of other unfair trade practice issues, such as cases
arising under section 801 of the Trade Act of 1974.
C7 omnercia repremntafio

This reorganization plan will transfer to the Department of Com-
merce responsibility for commercial representation abroad. This trans-
fer would place both domestic and overseas export promotion ac-
tivities under a single organization, directed by an Assistant Secretary
for Export Development, charged with aggressively expanding U.S.
export opportunities. Placing this Foreignrommercial Service in the
Commerce Department will allow commercial officers to oncentrate on
the promotion of U.S. exports as their principal activity.

Initially, the transfer of commercial representation from State to
Commerce will involve all full-time overseas trade promotion and
commercial positions (approximately 162), responsibility for this
function in the countries (approximately 60) to which these indi-
viduals are assigned, and the associated foreign national employees in
those countries. Over time, the Department of Commerce undoubtedly
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will review the deployment of commercial officers in light of changing
trade circumstances and propose extensions or alterations of coverage
of the Foreign Commercial Service.
MTN implmentatiour

I am dedicated to the aggressive implementation of the Multilateral
Trade Agreements. The United States must seize the opportunities
and enforce the obligations created by these agreements. Under this
proposal, the Department of Commerce will assign high priority to
this task. The Department of Commerce will be responsible for the
day-to-day imlplementation of non-agricultural aspects of the MTN
agreements. Management of this function will be a principal assign-
ment of an Assistant Secretary for Trade Policy and Programs.
Implementation activities will include:

monitoring agreements and targeting problems for consultation
and negotiation;

operating a Trade Complaint Center where the private sector
can receive advice as to the recourse and remedies available;

aiding in the settlement of disputes, including staffing of formal
complaint cases;

identifying problem areas for consideration by the Trade Rep-
resentative and the Trade Policy Committee;

educational and promotion programs regarding the provisions
of the agreements and the processes for dealing with problems
that arise;

providing American business with basic information on foreign
laws, regulations and procedures;

consultations with private sector advisory committees; and
general analytical support.

These responsibilities will be handled by a unit built around the
staff from Commerce that provided essential analytical support to
STR throughout the MTN negotiation process Building implementa-
tion of MTN around this core group will assure that the government's
institutional memory and expertise on MTN is most effectively devoted
to the challenge ahead. When American business needs information or
encounters problems in the MTN area, it can turn to the Department
of Commerce for knowledgeable assistance.

Matching the increased importance of trade in the Department's
mission will be a much strengthened trade organization within the
Department. By creating a number of new senior level positions in
the Department, we will ensure that trade policy implementation re-
ceives the kind of day-to-day top management attention that it both
demands and requires.

With its new responsibilities and resources, the Department of Com-
merce will become a key participant in the formulation of our trade
policies. Much of the analysis in support of trade policy formulation
will be conducted by the Department of Commerce, which will be close
to the operational aspects of the problems that raise policy issues.

To succeed in global competition, we must have a better understand-
ing of the problems and prospects of U.S. industry, particularly in
relation to the growing strength of industries abroad. This is the key
reason why we will upgrade sectoral analysis capabilities throughout
the Department of Commerce, including the creation of a new Bureau
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of Industrial Analysis. Commerce, with its. ability to link trade to
policies affecting industry, is uniquely suited to serve as the principal
technical expert within the Government aon special industry sector
problems requiring international consultation, as well as to provide
ndustry-specific information on how tax, regulatory and other Gov-
ermnent policies affect the international competitiveness of the U.S.
industries.

Commerce will also expand its traditional trade policy focus on
industrial issues to deal with the international trade and investment
problems of our growing services sector. Under the proposal, there will
be comprehensive serviee industr.y representation in our industry ad-
visory procse, as well as a continug effort to bring services under
international discipline. I expect the Commerce Department to play a
major role in developing new service sector initiatives for considera-
tion within the Government.

After an investigation lasting over a year, I have found that this
reorganization is necessary to carry out the policy set forth in section
901(a) of title 5 of the United States Code. As described above, this
reorganization will increase significantly our ability to implement the
MTN agreements efficiently and effectively and will improve greatly
the services of the government with regard to export development.
These improvements will be achieved wrth no increase in personnel
or expenditures, except for an annual expense of about $800,000 for
the salaries and clerical support of the three additional senior Com-
merce Department officials and a non-recurring expense of approxi-
mately $600000 in connection with the transfers of functions provided
in the plan. I find that the reorganization made by this plan makes nec-
essary the provisions for the appointment and pay of a Deputy Sec-
retary, an Under Secretary for International Trade, and two addi-
tional Assistant Secretaries of the Department of Commerce, and
additional members of the Boards of Directors of the Export-Import
Bank and the Overseas Private Investment Corportion.

It is indeed appropriate that this proposal follows soon after the
overwhelming approval by the Conpes of the Trade Agreements Act
of 1979, for it will sharpen and unify trade policy direction, improve
the efficiency of trade law enforcement, and enable us to negotiate
abroad from a position of strength. The extensive discussions between
Administration officials and the Congress on this plan have been a
model of the kind of cooperation tiat can exist between the two
brandies. I look forward to our further cooperation in successfully
implementing both this reorganization proposal and the MTN
agreements.

JnnrM CArn .
TaE Wm=r HoRus, September 6, 1979.
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RbnoMmoAAZOw PLAn NO. 8 or 1979

Prepared by the President and transmitted to the Senate and the
House of Repreeantatives in Congress assembled, September 25, 1979,
pursuant to the provisions of chapter 9 of title 5 of the United States

B'ORGANATION OF IPUCTIONJS RIATINGO INTRNATIONAL TRADE

Section 1. Omce o! the United Stat Trade Repreaentive
(a) The Office of the Special Representative for Trade Negotiations

is redesilgnated of the United States Trade Representative.
(b) (1 The Special Representative for Trade N ottions is re-

designated the United States Trade Reentative (hereinrfter re-
ferred to as the 'Trade Representative"). The Trade Representative
shall have primary responsibility, with the advice of the interagency
organization established under section 2425 of the Trade Expansion
Act of 1962 (19 U.JS.C. 1872) (hereinafter referred to as the "Com-
mittee"), for dveloping, and for coordinating the implementation
of, United States international trade policy, imcluding commodity
natters and, to the extent they aer related to internationaltrade policy,

direct investment mattera The Trade Representative shall serve as
the principal advisor tao the President on international trade policy
and shall advise the President on the impact of other policies of the
United States Govemment on international trade.

(2) Tbe Trade Representative shall have lead responsibility for the
conduct of international trade negotiatio including commodity and
direct investment negotiations in which the United States participate&

(8) To the extent necesry to usure the oordination of intern-
tional trade policy, and consistent with any other law, the Trade
Representative, with the advice of the Committee,shall issue policy
gudance to departments and agencies on basic issues of policy end
interpretation arisn in the exercise of the following international
trade functiona .Such gtuidane shall determine the policy of the
United States with respect to international trade issues arising in
the exercise of such functions:

(A) matters concerning the General Agreement on Tariffs and
Trade, including implementation of the trade agreements set forth
in scection 2(c) of the Trade Agreements Act of 1979; United
States Government positions on trade and commodity matters
dealt with by the Oranization for Economic Cooperation and
Development, the United lations Conference on Trade and De-
velopment, and other multilateral organizations; and the asertion
and protection of the rights of thehe United States under bilateral
and multilateral international trade and commodity agreements;
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(B expansion of exports from the United States;
(C) policy reech on intenational trade oommodity, and

direct investment matters;
(D) to the extent permitted by law, overall United States

policy with regard to unfair trade practices1 including enforce-
ment of countervailing duties and antidumping functions under
section 303 and title VII of the Tariff Act of 1930;

(E) bilateral tade and commodity issues, including East-
West tragde matters; and

(F) international trade issues involving energy.
(4) All functions of the Trade Representative sha be conducted

under the direction'of the President.
(c) The Deputy Special Representatives for Trade Negotiations

are redesignated Deputy United States Trade Representatives.
Section 2. Department of Conmerce

(a) The Secretary of Commerce (hereinafter referred to as the
"Secretary") shall have, in addition to any other functions assigned
by law, general operational responsibility for major nonagricultural
international trade functions of the United States Government,
including export development, commercial representation abroad,
the administration of the antidumping and countervailing duty laws,
export controls, trade adjustment assistance to firms and communities,
research and analysis, and monitoring compliance with international
trade agreements to which the United States is a party.

(b) (1) There. shall be in the Department of Commerce (herein-
after referred to'as the "Department") a Deputy Secretary appointed
by the President, by and with the advice and consent of the Senate.
The Deputy Secretary shall receive compensation at the rate payable
for Level II of the Executive Schedule, and shall perform such duties
and exercise such powers as the Secretary may from time to time
prescribe.

(2) The position of Under Secretary of Commerce established
under section 1 of the Act of June 5,-1939 (ch. 180, 53 Stat. 808; 15
U.S.C. 1502) is abolished.

(c) There shall be in the Department an Under Secretary for
International Trade appointed by the President, by and with the
advice and consent of the Senate. The Under Secretary for Inter-
national Tradie Whall receive compensation at the rate payable for
Level III of the Executive Schedule, and shall perform such duties
and exercise such powers as the Secretary may from time to time
prescribe.

(d) There shall be in the Department two additional Assistant
Secretaries appointed by the President, by and with the advice and
consent of the Senate. Each such Assistant Secretary shall receive
compensation at the rate payable for Level IV of the Executive Sched-
ule, and shall perform such duties and exercise such powers as the
Secretary may from time to time prescribe.
Section 8. Eaport-lmport Banik of thle United States

The Trade Representative and the Secretary shall serve, ex officio
and without vote, as additional members of the Board of Directors
of the Export-Import Bank of the United States.
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Section 4. Overseas Privat INentmn Corporatsion
(a) The Trade representative shall serve, ex oficio, as an additional

voting member of the Board of Directors of the Overeeas Private
Investment Corporation. The Trade Representative shall be the Vice
Chair of such Board.

(b) There shall be an additional member of the Board of Direc-
tors of the Overseas Private Investment Corporation who shall be
appointed by the President of the United States, by and with the
advice and consent of the Senate, and who shall not be an official or
employee of the Government of the United States. Such Director
shall be appointed for a term of no more than three years.
Section 5. Transfer of Functions

(a) (1) There are transferred to the Secretary all functions of the
Secretary of the Treasury, the General Counsel of the Department of
the Treasury, or the Department of the Treasury pursuant to the
following:

(A) section 305(b) of the Trade Agreements '.ct of 1979 (19
U.S.C. 2515(b) ), to be exercised in consultation with the Secretary
of the Treasury;

(B) section 232 of the Trade Expansion Act of 1962 (19 U.S.C.
1862);

(C) section 303 and title VII (including section 771 (1)) of the
Tariff Act of 1930 (19 U.S.C. 1303, 1671 et seq.), except that the
Customs Service of the Department of the Treasury shall accept
such. deposits, bonds, or other security as deemed appropriate by
the Secretary, shall assess and collect such duties as may be dl-
rected by the Secretary, and shall furnish such of its important
records or copies thereof as may be requested by the Secretary inci-
dent to the functions transferred by this subparagraph;

(D) sections 514, 515, and 516 of the Tariff Act of 19830 (19
U.S.C. 1514, 1515, and 1516) insofar as they relate to any protest,
petition, or notice of desire to contest described in section 1002
(b) (1) of the Trade Agreements Act of 1979;

(E) with respect to the functions transferred by subparagraph
(C) of this paragraph, section 318 of the Tariff Act of 1930 (19
U.S.C. 1818), to be exercised in consultation with the Secretary of
the Treasury;

(F) with respect to the functions transferred by subparagraph
(C) of this pragrph, section 502(b) of the Tariff Act of 1930
(19 U.S.C. 1502(b)), and, insofar as it provides authority to issue

regulations and disseminate information, to be exercised in con-
sultation with the Secretary of the Treasury to the extent that the
Secretary of the Treasury has responsibility under subparagraph
(C) section 502(a) of such Act (19 U.S.C. 1502(a));

(G) with respect to the functions transferred by subparagraph
(C) of this paragraph, section 617 of the Tariff Act of 1930 (19
U.S.C. 1617) ; and

(H) section 26832(e) of title 28 of the United States Code, in-
sofar as it relates to actions taken by the Secretary reviewable
under section 516A of the Tariff Act of 1930 (19 U.S.C. 1516(a) ).

(2) The Secretary shall consult with the Trade Representative reg-
ularly in exercising the functions transferred by subparagraph (C) of
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ragnraph (1) of this subsection, and shuall consult with the Trade
presentative regarding ny substantive regulation propod to be

issued to enforce suech functions,
(b) (1) There are transferred to the Secretary al trade promotion

and commercial functions of the Secretary of State or the Depart-
ment of State that ar-

(A) _erformed in full-time overseas trade promotion and com-
mercial positions or

(B) performed in such countries as the President may from
time tn time prescribe.

(2) To carry out the functions transferred by paragraph (1) of this
subsection, the President, to the extent he deems it necessary, may
authorize the Secretary to utilize Foreign Service personnel authori-
ties and to exercise the functions vested in the Secretary of State by
the Foreign Service Act of 1946 (22 U.S.C. 801 et acq.) and by any
other laws with respect to personnel performing such functions.

(c) There are transferred to the Presldenit all functions of the East-
West Foreign Trade Board under section 411(c) of the Trade Act
of 1974 (19 U.S.C. 2441(c)).

(d) Appropriations available to the Department of State for Fiscal
Year 1980 for representation of the United States concerning matters
arising under the General Agreement on Tariffs and Trade and trade
and commodity matters deart with under the auspices of the United
Nations Conference on Trade and Development are transferred to the
Trade Representative.

(e) There are transferred to the interagency organization estab-
lished under section 242 of the Trade Expansion Act of 1962 (19 U.S.C.
1872) all functions of the East-West Foreign Trade Board under sec-
tion 411 (a) and (b) of the Trade Act of 1974 (19 U.S.C. 2441 (a)
and (b)).
Section 6. Abolition

The East-West Foreign Trade Board established under section 411
of the Trade Act of 1974 (19 U.S.C. 2441) is abolished.
Section 7. Responibility of the Secretary of State

Nothing in this reorganization plan is intended to derogate from
the responsibility of the Secretary of State for advising the President
on foreign policy matters, including the foreign policy aspects of in-
ternational trade and trade-related matters.
Section 8. Icwidental transfers; interim offcers

(a) So much of the personnel, property, records, and unexpended
balances of appropriations, allocations, and other funds employed,
used, held, avaiable, or to be made available in connection with the
functions transferred under this reorganization plan as the Director
of the Office of Management and Budget shall determine shall be trans-
ferred to the appropriate agency, organization. or component at such
time or times as such Director shall provide, except that no such un-
expended balances transferred shall be used for purposes other than
those for which the appropriation originally was made. The Director
of the Office of Management and Budget shall provide for terminat-
ing the affairs of any agency abolished herein and for such further
measures and dispoit'ons as such Director deems necessary to effec-
tuate the purposes of thie reorganization plan.
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(b) Pending the assumption of oice by the initial officers provided
for in section of this reorganization plan, the functions of each such
offie may be performed, for up to total of 60 days, by such individ-
uals as the President may designate. Any individual so desaqnated shall
be compensated at the rate provided herein for such position.
Section 9. Eleotve doat

The provisions of this reorganization plan shall take effect October 1,
1980, or at such earlier time or times s the President shall specify,
but. not sooner than the earliest time allowable under section 906 of
title 5 of the United States Code.
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WITNESSES

MONDAY, JULY 23, 1979

Robert S. Strauss, Special Representative for Trade Negotiations, ac-
oompanied by Richard Heimlich, Assistant Special Representative for
Trade Negotiations - ------------- -------------- 6

James T. McIntyre, Jr., Director of the Office of Management and Budget,
accompanied by Harrison Wellford, Executive Associate Dir. tor,
Reorganization and Management, and Eric L. Iirschhorn, Director,
Trade Reorganization Study ------------ ----------------------- 10

Hon. Adlai E. Stevenson, U.S. Senator from the State of Illinois. - 38

WEDNESDAY, JULY 25, 1979

MORNING SEssIoN

William L. Wearly chairman and executive officer Ingersoll-Rand Co.,
accompanied by Mr. Babson, Mr. Fox, and Mr. Kline --------------- 49

Orville Freeman, former Secretary of Agriculture, president and chief
executive officer Business International Corp - 103

Harry E. Gould, Jr., on behalf of the President's Export Council ------- 113

ArFTERNOON SEssION

A. Sherburne Hart, vice president/public affairs, Union Carbide Corp.,
accompanied by R. M. Brennan and T. R. Gates - 135

Charles R. Carlisle, vice p esident, St. Joe Minerals Corp., on behalf of
an ad hoc coalition of 33 industrial and labor organizations, accom-
panied by Stanley Nehmer, president, Economic Consulting Services, and
Donald deKieffner of the law firm of Collier, Shannon, Rill, Edwards
& Scott - _----------------------- 143

Bruno 0. Weinschel, vice president, Institute of Electrical & Electronios
Engineers, accompanied by Frank Cummings, of Marshall, Bratter,
Greene. Allison & Tucker --.----------------................ 162

Lee A. Greenbaum, Jr., president, Kemp & Beatley, Inc., and first presi-
dent, American Importers Associaton, accompanied by Gerald O'Brien,
executive vice president ---------------------- ------------------ 211

William F. Tobin, director of marketing and development, Massachusetts
Port Authority, and member of the Smaller Business Association of New
England- --------.- --------------------- 221
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THURSDAY, JULY 26, 1979

Richard E. O'Leary vice president, Onan Corp., Export Policy rank
Force of the U.S. ahsmber of Commerce; Ronald K. Shelp, vice presi-
dent and director Ameridan International Underwriters Corp., and
chairman of the international Service Industry Committee; Ronald
Daniellan executive vice president and treasurer, International Eco.
nomic Policy Association; and Fred Stokeld and Gordon Cloney staff
members, U.S. Chamber of Commerce; on behalf of the Chamber of Par
Commerce of the United States 236

Robert W. Galvin, chairman of the board, Motorola, Inc., on behalf of the
Industry Policy Advisory Committee for the Multilateral Trado Negoti-
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